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1 and that we also keep in mind that there are probably mnny 

2 different other approaches to the investment purposes for 

a the development, many different ideas and proposals that 

4 we should probably at least hear before we make our mind up 

5 about what the proper direction is. I'm expressing this 

<i because I'm not sure whether we can commit ourselves in any 

7 direction. I certainly am not committed in any direction 

8 without hearing more advice fr9m more people and having more 

o ~nformation, and also having an opportunity to hear from the 

• 10 public. 

11 MR. MOTLEY : Mr. Chairman . 

1 '.! MR. WOHLFORTH: Yes. 

MR. MOTLEY: Jamie, I don't think anybody is committed . 

l ·I There isn't going to be any commitment ~mtil November 2nd, or 

] ;, 3rd, or wh~tevcr . I think what we did today was most 

Jfi enlightening. l. c 's probably the initial intellectual exerci ~ -

J7 to figure out what may happen i f certain things do occur, 

•• H:i and I think Lhere we re some very env i sionary questions that 

J!l we re asked here . I think when you take it back to brass 

~O tacks t hey put it very well. I mean, what is the mission. 

~t I can tell you that as a voter, just as a voter, and you 

•1•
1 assume that the vote r doesn ' t have t he benefit of these dis-

~1 cussions that have . gen~ on today and the benefit of this good 

~I work, then as a voter you have to take a very strict con-

~~ structionist approach, to coin a phrase, and that is that 
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it ' ~ays -- in the one thing that changed the Constitution it 

says income producing investment, and I think that's where 

you have to start from. · There isn't any mention in there, 

and it won't be on the ballot about it, and that's social 

G benefits versus net social costs. There won't be anything 

(j in there about subsidie~ there won't be anything in there 

7 about soft loans, there won ' t be any of that stuff in there. 

8 I think we have to keep that in mind. That's where it ' s 

9 starting from, and that doesn't come for another two or three 

10 weeks . I don't mean to say that what we did today -- I mean , 

11 we're ahead of the power curve for once, but I think we have 

1 ~ to keep that in mind, exactly what the voters are going to 

J3 be 100~ing at; that's just that one line that appears on the 

1 ~ ballot, and that's it. 

JG MR. WOHLFORTH: Do we have auy .nore comments on this 

11; matter of goals and objectives, or "ny other comments? 

J7 MS. FLEISCHER: Yes . 

18 MR. WOHLFORTH: Yes , Mrs. Fleischer. 

MS. FLEISCHER: Well, I am really reluctant to leave 

:.!O the room wi~hout some decision on establishing the goals and 

:.!l objectives of the Committee. I would like for us to d ecide 

:.!:.! to decide to do that, and I !JO move. 

MR. LOVE: To decide to dec ide? 

:.! I MS. FLEISCHER: I move tha t we make the next order 

:.!~ of business a discussion of and decision upon, if we can do 
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that, the goals and objectives for the Permanent Fund. 

2 MR . MOTLEY: Mr. Chairman, is the motion on the floor 

3 and open for discussion? 

,. MR. WOHLFORTH : I haven ' t heard a second yet. 

5 MR. LOVE : I 'll second. 

(j MR . MOTLEY: I'll second just for the sake of putting 

7 it open for discussion . 

s MR. WOHLFOR'T'H: It ' s open for discussion . 

MR . MOTLEY: I think it's a little premature at this 

• 10 stage of the game. 

Jl MS . FLEISCHER: Well, when are we going to meet next? 

]!:? MR . MOTLEY: Well, I don't know. 

13 MS. FLEISCHER: After the election in November? 

]·J MR. MOTLEY: Believe me, I really think it would be 

15 presumptuous of us to come down with all kinds of goals and 

11; obje•:tives when there ' s just a one liner that's going to be 

Ji on the ba !lot . 

• JS MS. FLEISCHER: Well, by the next time we meet we'll 

19 know whether we have a task or no t. 

:!O MR. MALONE: Mr . Chairman. 

:! I MR . LOVE : That's right. I ' d just like to say 

•l •I something else, and that is 

MR . WOHLFORTH: Let the Chair recognize Mr. Malone. 

:! I MR. MALONE: Thank you, Mr . Chairman . As Commissi o ner 

:!~ Motley expressed himself there, I rcillly have to agree with 
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the ballot to be decided November , 2 by the people of the state r 

and while I'm quite hopeful the outcome of the election will 

be positive, I feel it is presumptuous right now to start 

laying out goals, and I think that is definitely the charge 

that the Governor gave to this Committee, but I think it 

would be precipitous to do it right now. 

MR. WOHLFORTH: Yes, Jamie, you're next. 

MR. LOV~: I think that this Committee is going to 

- have to be ·looking at the question of developing some pretty 

it important goals and objectives relative to investment policies I 
I 

l2 regardless of what happens to the Permanent Fund. Now, we all ! 

1a know that the reason the Permanent Fund is being created 
I 

JJ is that we're looking at some mechanism to deal with anti-

Jfi cipated surpluses of revenue; we're going to be having more 

ll i revenue, that's what our projections are, than the state is 

J7 going to spend. So there's going to be an amount of money 

in excess of the amount that we've described as the Permanent 

l!l Fund, regardless of whether or not the Constitutional Amend-

:!O ment passes. I think that the state is going to have to tackl · 

~I this problem of devising a good investment poJ icy for those 

.,., funds regardless of the outcome. Also I think also that ' s 

~I something that -- you know, in some of the recent reports 

:.!·I like the 'l'imes editorials and some of the other news reports, 

:!~ I almo~ t get the impression that some people are talking as if 
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.. 
the Permanent Fund is going to create a problem ~of · having 

to deal with all this revenue and make all these loans and 

make all these investment decisions . I think it ' s important 

4 for this Committee , as the Governor's Investment Advisory, 

5 to realize that the Permanent Fund doesn't have anything to 

6 do with whether or not those policies are going to have to 

7 be developed. Those policies are going to have to be 

8 developed by virtue of the fact that the money is going to 

0 be there and somebody is going to be making those decisions . 

JO 

11 

1 :J 

] Ii 

Ji 

I :i 

l!I 

:w 

You know , regardless of the outcome of that amendment that's 

up on the November ballot, this Committee is going to have 

to start developing some broad policy goals and objectives 

in terms of how the surplus is going to be invested , and they're 

also at some pcint going to have to start involving the publi .. 

MR . lOGSDON: Mr. Chairml1n. 

MR. WOHLFOR'l'H: Yes . 

MR. LOGSDON: Am I ~orrect that the purpose of the 

standing committee is to address only the Permanent Fund? 

MR . WOIILFOR'l' ll : I think that's correct, yes, 

MR. WOllLFOR'l'II : So that if there's a "no" vote on 

:! I the ballot, this Committee then automatically reconstitutes 

:!:! itself to what it was. 

MR . WOllLFOR'l'll: I hadn't underntood that until today , 

:.!I but I guess that ' s right . 

.,. 
-·· MR. MOTLEY: I think that the statute is very clear 
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the membership . It ' s very broad. 

2 MR. GALLAGHER : You can appoint any amount of members 

!3 you want. 

4 

Ii 

7 

8 

!) 

JO 

11 

1~ 

H 

J Ii 

Ji 

18 

I!) 

MR. MOTLEY: It's up to the Governor. 

MR . WOHLF~ORTH: New members have, in fact, been 

appointed , have they not?. 

MR. GALLAGHER: Yes. 

MR. WOHLF'ORTH: And they ' ve gotten certificates. 

MR . LOGSDON: May I offer an amendment to the motion, 

that i f the voters approve the Permanent Fund before the 

next meeting that this issue be considered , the i nsue of 

objectives of the Permanent Fund be considered at the next 

meeting? 

MS. FLEISCHER: You mean that would be the main order 

of business, which is what I was interes ted in. 

MR. LOGSDON: Well, that was your motion, wasn't it? 

MR . WOHLFOR'rt-I: Do you GOnsent to the amendment? 

MS . FLEISCHER : In the event that it passes. 

MR. LOGSDON: Then we wou ld have a mandate at that 

:.!O point to address this issue , I think . 

:!I MS. PLEISCllER: Right, bu t I do have a question. I 

.,., guuss we ' re not clear as to whe ther tha t ' s the sole purpose 

:!:I of the expanded committee or not. 

:!I MR. WOIILFORTH: I think the question is right now, 

do you accept the amendment or not to your motion. Would 
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1 you accept ·t he amendment? 

MS. FLEISCHER: I understand the question . I'm just 

3 wondering , if it fails then what i s the Conunittee going to do, 

4 not talk about the goals and objectives. 

MR. LOGSDON: Then the Conunittee is not going to 

Ii look to the objectives of the Permanent Fund because there 
I 

7 won't be one. 

8 

!) 

JO 

MS. FLEISCHER: Okay, I accept the amendment. 

MR. WOHLFORTH: You accept the amendment, all right. 

MR. GALLAGHER: Let's just talk about this whole 

JI subject of goals and obje~tives. You know, this thing didn't 

1~ get this far down the line without talking about something 

;:1 before the Leg islature, and we talked about -- you know , the 

14 Fund has a lot of broad base public support, and the public 

J fl obviously believes in something out there. From what I can 

lfi tell from the public support for the Permanent Fund , it 1 s 

J7 coming out of three different sectors. There's those who 

believe in savings account concept, the re ' s those who believe 

J!l in communi ty d e velopment a nd there ' s those who believe in 

~1 economic d i versification. Now, maybe there's a fourth or a 

:!I fifth goal that I don ' t perceive o f there. 

•l•I MS . FLEISCHER: You mea n you're saying that's what 

:!:I the goals are , that's your choice? 

~I MR. GALLJ\GllER: No, that's among the wide range. 

~~ That's at least those goals that I brought to the public . 
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1 The c ho i ce hasn ' t been narrowed down to a ll three. 

2 MS. FLEI SCHER: No, I know that . I wanted to c l arify 

that. I didn ' t mean that we should decide what the goals 

4 and objectives were going to be within the next meeting. I 

mean we shou l d make that our next task , and I don ' t say that 

(j it is a short nor an easy task . 1 do think it has to involve 

7 the public and it has to involve the results of the public 

8 forum and a public discussion on the whole fund . I'm saying 

it hasn ' t been done yet, or if it has been done, if the 

JO decision has already been made as to what the goals of the 

11 Permanent Fund are going to be , then let ' s have that on the 

)2 table . 

l3 MR. WOHLFORTH: That ' s been expressed several times 

J4 today, that this group has decided the goals and objectives . 
I 

15 How can one say that we haven ' t honestly , and have you believe !it? 

11; I haven ' t; I don ' t think anyone else has. 

J7 MS. FLEI SCHER: Okay, then I think that should be 

JS the next thing we do. 

l!l MR. WOHLFORTH : The motion is to consider goals and 

~O objectives at the next meeting if the Permanent Fund passes. 

:! 1 MR. MOTLEY : Is that your amended motion, Lanie? 

MS. FLEISCHER: That sounds right. 

:!:J MR. MOTLEY: I ' m looking to you because I was the 

:!·I second. Is that right? 

.,. 
-·' MS. FLEISCPER : I said that, yes, we should start at 
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next meetir:ig to make main task. 

2 MR. WOHLFORTH: All right. Do we ·have any further 

3 discussion on that motion? Are you ready for the question? 
I 

4 All those in favo:c signify by saying, "Aye." 

5 (Wher·eupon the Committee members responded 

by saying, "Aye.") 

7 MR. WOHLFORTH: Opposed. It passes. I may suggest 

8 that I think what Commissioner Gallagher has presented in his 

9 initial talk outlines some, at least, of three possible goals; 

• 10 indeed, there may be more. 

11 MR. LOGSDON: Mr. Richards also had a list of eleven 

J~ points, I think that cou l <l be considered objectives. 

]3 MR . MOTLEY: Mr. Chairman, could I make one conunent? 

14 You have to understand th a t with regards to the public 

J5 perception of the Permanent Fund, as time goes on it becomes 

11; more and more public aware. It's put on a ballot, it's dis-

J7 cussed by the Legislature, it's put on a ballot, people speak 

•• JS 

] !) 

for it, but prior to that time no decisions have been arrived 

at, but that doesn't mean that there haven't been some people 

20 who were paid by the state to think about this and haven't 

:.?l been thinking about it, and one of the guys is sitting right 

~~ over there. He's been thinking about this since he went 

:.?:I to Juneau, and I think it's proper that he did, and I don't 

:!·I think he's arrived at any ·conclusions. 'l'here haven't been 

:.?~ any decisions made as to goals and objectives. He's just doin 
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his job, kind of getting ahead of the game, and that 's 

2 whe re we 're at . Nobody has ma de any decisions. 

MS. FLEISCHER: Well, some of the presentations imply, ; 

4 at least, a direction. 

MR . EDENSO: Well, one has to start s omewhe r e . 

Ii UNIDENTIFIED: You got up here and you t'1row the rock 

7 out in the pond and the n you start r owing. 

8 MR. GALLAGHER: I'd like to quarrel with that a 

n little bit. These people talked about a deve lopment bank. 

• 10 

11 

Now , what is a deve l opment bank? A development bank does a 

lot of social sort of things. It ' s commun.i ty development and 

1 ~ economic development, one of the three things I laid out as 

J~ the objectives. Another one was savings accounts. If you 

l·l accomplish social and economic objectives with a development 

J !; bank and you strip away the word "development " but you look 

Jli at things that accomplish social objectives and economic 

J7 ob jectives, you know, what e l se is there, things to put 

• l l'< 

l !I 

money in. 

MS . FLEISCHER: Are you asking me? 

:!O MR. GALLAGHER : Yes. If the thing doesn ' t have a 

:!I social objective and it doesn ' t have an economic objective, 

·•·• what else is there to put money into'? 

MS. FLEISCHER: Savings account . 

:!I MR. GJ\LLJ\GII ER : Yes, the on ) y other third objective 

:!;, could be a savings account . 
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MS. F LEISCHER: 

2 consu l ting , u~less we have other quest~ons. 

3 MR . WOHLFORTH : I think I have to recognize Mr. Love 

4 and cut off the private colloquy. 

MR. LOVE: I ' d like to respond to .what Sterling is saying , 

Ii first of all by making a genera l .comment that I , for one, have 

7 r eally enjoyed the presentations today and I think there was 

s a lot of thoughtful discussion and I appreciate the materials 

o we have received so far, and I do appreciate the necessity 

• for the Administration, who .ave been doing a lot of planning 

ll on an ongoing basis like this, and I think it's really good 

J2 that they ' ve started involving th e public at this point 

13 through the expansion of this Committee at a very early 

l·I point. It's a very positive thing and I have really a lot of , 

J~ confidence in the good will and everything else of the 

lli administration in this thing. 

J7 I do think that, you know, when we get into this talk 

-· about goals and objectives I think that a lot of Com-

.rn missioners feel that there is a lot of -- that generally out 

~o there in the public that people's perception of what this 

~l Permanent Fund -- it's so different from each person that 

~~ you talk to, that there's a necessity for this group to 

~I sit down and discuss some of the basic assumptions about 

~ just exactly what everyone ' s different idea is, and I t hink 

~~ that is what Lanie is getting at with her suggestion that 
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we get into a process where, as a Committee , we start dis-

2 cussions of our goals and objectives . Not every member of 

the Committee, I think, feels comfortable with saying that 

4 

(j 

7 

10 

their own perception is apt to be shared by either the voters 

or even by people they've met in the last fifteen minutes. 

I think it's probably a rieed that many Commission members 

themselves feel they have to have a more general discussion 

about some of these things before we go much further , and I 

think that's a lot of the stuff that Lanie's getting at . 

I don ' t think it ' s any indication of a lack of appreciation 

11 or support for any of the efforts of the administration or 

12 the Legislature so far. 

MR . WOHLFORTH: Any further comments here? 

] .J MR . MOTLEY : I move for adjournment. 

MR. GRUENING: I ' ll make it quick then. 

l Ii MR. MOTLEY : I withdraw the motion, in deference to 

J7 somebody that sits on my budget, or did, and probably will. 

18 MR . GRUENING: 'l'his charge of the Governor is pretty 

J!I ambitious, in looking this over , and perhaps Sterling or 

:!O somebody could talk to what's the deadline on this thing. 

:.!I It seems to me the Legislature convenes January 12 and they're 

:.!:.! going to start:, I imagine , on this matter too . l\ t this point 

:.!:I we wouldn't give much assistance to the Legislature or the 

~I Governor. Maybe we might ·want to narrow s ome of the -- if 

~ we're going to just concentrate on the Permanent Fund , narrow 
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1 our attention at least if we ' re going to ge·c something out 

2 that is going to be of assistance to the Legislature and the 

3 Governor by convening. I'm just suggesting that goals and 

4 Between now and 

1 the election I think, a~ individuals, the best we can do is 
I 

objectives is a pretty teavy task in itself. 

say, as Tony points out '. these are ~~e limits of the fund, I 
this is income producintJ, and try to C.escribe what the languagf 

(j 

7 

8 could mean . But as far as beyond that, I think really 

limited, and we ' re probably limited in the amount of time 

I fl we're going to have to deal with it before the Legislature 

] convenes. Maybe the Governor does n 't intend that to be a 

1 :.! deadline, but somebody ought to ca~ry the mLssage to him; 

these are some real deep issues here. 

MR. MOTLEY: It will be carried by special messenger. 

JG Isn't that how we got things done earlier? 

] Ii MR. GRUENING: Yeah, thanks. 

J7 MR. WOIII,f'OR'rH: Let me try this out on you. Frankly, 

18 it's been suggested to me , but I think it's a practical 

l!I suggestion. One date t.ha t was suggested for the next meeting 

~l was November 5. We recognize that meeting times will never 

~I coincide wi th everybody's availabili ty a nd so on , but that 

~~ is, of course, after the election -- it's sev~ral days after 

:!:I that the next meeting contain time for public input , if you 

~I will , with advertisement, obviously, so there can be public 

~~ input of the kind that was suggested here, that a sub-commi tte 
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act in the ·meantime with Mr. Edenso developing questions, 

2 pinpointed questions , for the consultants so that we can 

3 carry from all the Committee members here today questions 

4 that will really put them on their metal and develop more 

5 specific information where members feel the need to have 

1; gaps filled or more ongoing experiences actually detailed. 

7 That is my suggestiGn and I would entertain a motion , if 

s someone would so move, to at least get it on the floor for 

n discussion, th~t the meeting date be November 5, that there 

• jQ be time for public discussion and that there be a sub-committe 

n appointed to meet with the Commissioner or his Deputy to 

]2 pinpoint specific questions we want answe red at that meeting 

]3 from the consultants. 

MR. GRUENING: Can we divide the question? It's got 

J5 three things there. 

MR. WOHLFOP.'l'II : Sure. 

J7 MR. GRUENING: The meeting date, that sounds like 

••• J8 a good time. I'll second th~ motion. 

] !) MR. WOHLFORTH: Is that satisfactory? Okay, the 

:!O . next meeting will be ---

:! t MR. GRUENING: Possibly 5 and 6 . 

.,., MR. WOHLFORTH: Oh , it's a two-day meeting then? 

:!:I The 6th is Saturday. 

MR. GALLAGHER: That' $ fine. I 'm in New York and 

:!~ flying backward. 
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All right·, a · two-~ay meeting, Frida.y 

2 and Saturday, the 5th and 6th. That's the proposal, it's 

') ., a motion. Is there any objection t 'c} that? All right, the 

4 next mee ting has been established as November 5 and 6 . 

5 MR. GRUEN·ING: Then the other one -- I don't happen 

Ii to remember all of the other one -- the other· one was the 

7 public participation , and I so move that we advertise ahead 

8 of time, perhaps even starting now before the election. 

MS. FLEISCHER: \'buld you say that in the form of a 

• 10 p ublic participatioP jn the morning and then we could possibly 

11 entertain it that 2fternoon? 

12 MR. WOHLFORTH : Sounds like a good idea . 

]3 MR. EDENS~: Mr. Chair man, I do have a problem with 

H that. I f we advertise now for public participation in a 

15 meeting that is somehow ne ver g oing to happen because the 

lfi amendment didn't pass on the 11/2 election ---

li MR. GALLAGHER: You know , I think there might be 

-· JS something to do; what do you do it, with the Permanent Fund 

that's already in the General Fund. The Committee could 

20 sit down and really dis c uss and see what we 'll do with the 

:!1 Permanent Fund. 

MR. LOVE: I might just say that the purpose of the 

:!:I meeting would be for people .to come and address the Committee 

:!·I on the issue of investment policy becaus e that issue is still 

:!j before us regardless of whethe r we have a Permanent Fund or no . 
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4 
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MR. WOHLFORTH: is that 

that the meeting day the mo~ning be devoted to public input 

and so on? Then finally, R sub-conuni ttee, or -.;h;\tever, to 

work with the Conunissior.er of Revenue on pinpointing questionsl 

specific questions, for the consultants to answer at that 

meeting. Does anyone want to move that or not? 

MR. LOVE: The probler:' I've got with that is so far 

8 I've had -- both the administrative representative, Mr. Edenso 

~ and administrative representative, Mr. Rhode, and both indicat d 

10 that if I had any questions to channel to the consultants 

11 all I had to do was write them out and send copies to both 

12 Mr. Rhode and Mr. Edenso and they would make every attempt to 

13 have those questions addressed by the consultants, and I have 

been very satisfied with the cooperation of both those people . 

l !3 I feel there is a vehicle right now if any member of this 

] Ii Commission wants to do that, they can just provide tha ·1': 

Ji information and channel it thro~gh these two staff p~ople so 

JS that everything is coordi nated and there would be somebody 

1 !l that would know what's going on all the time. I don't know 

:!O if it's necessary really for the Committee to do this. 

:! I MR. WOHt.rORTH: Mr. Rhode. 

MR. RHODE: Mr. Chairman, one of the terms of the 

:!:I second part of your divided motion -- if there would be 

:!·I room, for example, to hav~ some working sub-committees of 

:!~ membe rs of this Committee, perhaps people that arc most 
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concerned about possible social· goals for the fund in terms 

2 of the long program, or those who a~e more concerned about 

3 long-term development, or those who are more concerned about 

4 the fund being used in some sort of savings account, then we 

5 could make, I think, far more economical use of the consultant ' 

G time. Their fees run -- but, of cours e, with a large meeting 

7 like this it's difficul~ for them to come to grips with the 

8 full list of questions that people have. So, would your 

D motion bar some kind of 

MR. WOHLFORTH: I'm not making the motion . Someone el e 

Jl will have to make it. As Chairman I've suggested it for 

J2 everyone ' s consideration. 

MR. EDENSO : Mr. Chairman , I would like to point out 

H Mr. Rhode and myself have worked at some considerable length 

J5 by default in getting our consu l tants activated, on board, 

lli and responding to some major areas of concern we feel that 

J7 we've identified here. The Committee up to this point in 

18 time has really given us no direction on this , and what 

JO Mr. Rhode is asking, and I really appreciate it, is that 

20 unless you do give us some direction I'm going to just charge 

21 on like I want to get the job done. 

. ,­_ ,J 

MR. LOGSDON: Like you have to get the job done! 

MR, MALONE: Mr. Chairman. 

MR. WOllLFORTH: Mr. Ma lone . 

MR. MALONE: On the subject, if a general discussion 
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1 is planned at the next meeting as well as participation 

2 by the public, I would think that the concept of sub-committee 

~ might be more valuable after some of those things are ., 

4 hammered out, the sub-committees after the char ge. I'd hate 
-

5 to set out tho~e tasks without some consideration. 

(j MR. MOTLEY: I wou ld support Mr . Malone . 

7 MR. WOHLFORTH: What is the pleasrire of the group? 

s MR. GALLAGHER: I wonder if there isn't something 

0 that I may want. I'm asking the Committee if they have some 

• JO questions they also want the advisors to address at the 

ll next meeting. 

12 MR. MALONE: Mr . Chairman. 

13 MR . WOHLFORTII: Yes . 

J·I MR. MALONE: I 'm not sure all the members of the 

Hi Committee arc familiar with the procedure 1.: r. Love described, 

Jli bu t I think it's probably an adcqua t ·"' way of get ting a 

J7 specific question. 

-·• MR. WOHLFOR'l'll: Well, I take it the s e ns e of it --

in I think the sense of the meaning 

MR. MOTLEY : There never was a motion, was there? 

:!l I don ' t recall any motion. 

., .. MR. WOIILPOR'l'H: Sera tch the idea of the sub-commit tee 

~:i for now. Let me say by the next mee ting I hope you flnd 

~ I a Chairman , not me -- not that I haven't e n joyed t he 

:!.'i experience. 

rAi<U n t:rO fHE n S 

- 202 -



• 

•• 

1 MR. MOTLEY: I think you ' ve worn the mantle we ll, Eric 

2 MR. WOHLFORTH: I 'll entertain a motion for adjourn-

a ment. Oh, we have some other business. 

4 MR . LOVE: I would like to introduce Mr. Batko, Bill 

5 Batko . I had recommended to the administration and told 

1; them that myself and Lanie talked to a couple of the members 

; of this Commission and he's worked with us. He's been doing 

8 some wor}·. which we submitted to the board in short papers 

D ·h2!ing to do with different types of not such gigantic , but 

10 smal ler development corporations. I just wa~ted to introduce 

11 him so if anyone wanled to tdlk with him -- he ' s only going 

1~ to be her~ two more days -- if anybody wanted to talk to him 

1a they could. I would like you also to be aware that he's 

1~ going to be submitting to this Committee a - - this is a $500 

1ri for personal services, very small -- he's going to be submitting 

lli some papers after he gets back to Vermont and thinks about 

J7 everything, all the discussions that went on here . 

18 MR. WOHLFOR'rll: Go ahead . 

MR. EDENSO: Mr. Chairman, I wou ld also like to 

!.!O introduce Mr. Ke n Jensen from from l\rthur D. Little at 

:!I San Francisco. We have held conversutions and have a tenta ­

.... 

... , -· 
:! I 

:!;, 

tive contract with Mr. Jensen, a nd the purpose of the contrnct ! 

is to usk Arthur D. Little to provide us with some nationul 

economy questions, given t he potentinl si7.c of the Permanent 

Fund and the nature of Ala s ka' s economy and what Alaska ' s 
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1 economy might l ook l i ke in the future. The reason for t hi s 

~ 

II 
·~ ., 

II 4. 

type of info r matio n i s t o g ive t he Committ ee , or pr ovide 

thf:-' Committee information which rel ates directly t o potential 

inves tment poli cy. For exampl e, do you wan t t o cut a per -

:; c ent age of the f und and dedi cate it to certain s pecific ki nds 

Ii o f inves tment i n Al aska? · Do you wan t to put ·a cei l ing, a 

7 maximum size ceil i ng on a potential i nves tme nt or an a r ea 

8 of the e conomy a nd say , "You s ha ll no t invest any more than 

!) thi s amount in this particular area ," and we t hink that wi th 

••• JO t he experience Arthl\r D. Little has had in doing thi s kind 

l1 of analysis in the past that they would provi de us some 

12 fairly good information. However , as I pointed out earlier, 

J3 t here are considerations for the budget and the budget size. 

].I MR. MOTLEY : With that in mind then, you're asking 

]5 for the Committee 's approval. I ' d like to review that 

1 Ii contract to make sure that we avoid any kind of duplication 

J7 on t he other efforts that are i nvolved in establishing that 

18 fo r t he state . I would withhol d that until I 've had a chance 

l!I t o review t hat contract . 

:.!ll MR. EDENSO : I ' m familiar with your potential contrac t 

:! I Tony , since it was let, your contract with the company. 

.,., What we ' re asking for js results of the effort of t he i r 

:!:I model , (we ' re not asking them to resolve the model for us) 

:.!I results of t he ir model, given characteristics of the nature 

•I • -·' of t he economy in Alaska, working in close coordination 
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a s poss i b l e . 

MR. MOTLEY : I just like to read contracts . 

MR. WOHLFORTH: I s there any further business? Do I 

hear a moti on t o adjourn? 

MR . MOTLEY : Yes , so move. 

(Whereupon the meeting was concluded 

a t 5: 15 p.m . ) 

* * * 
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STATE INVESTMENT ADVISORY COMMITTEE 

November 5 and 6, 1 976 

Anchorage, Alaska 

Chairman Eric Wohlforth called the meeting to order at 

9 : 00 a . m. on Friday, November 5 , 1976 , in Room 406, State 

Courthouse , Anchorage , Alaska . 

.Members present were: 

Dr. Logsdon, Associate Director , 7\gricultural 
Experiment Station, University of Alaska , Palmer 

Mr. Eric Wohlsforth, Attorney at Law, Anchorage 
Robert Barnes, President , Alaska State Bank , Anchorage 
Mr . Dennis Waldock, Foster & Marshall, Anchorage 
Mr. Jamie Love , Alaska Public Interest Research Group 
Mrs . Lanie Fleischer , Anchorage 
Mr. James Crawford, Coordinator Alaska Offices , Ted 

Stevens/ u. S. Senator , Anchorage 
Senator Frank Ferguson, Kotzebue 
Commissioner ~totley, Depar tment of Conunerce & Beano 1ic 

DeveJopment, Junea u 
Commissioner Gallagher , Depa rtment of Reve nue, ,Juneau 
Deputy Commissioner Edenso , Departme nt of Revenue, 

Juneau 
Senator Kerttula, Palmer 
Representative G.cuening, 7\nchorage 
Mr. Preer for Co~nissioner Allen, Department of 

Administration , Juneau 
Mr. James Rhode , Anchorage 
Mr. Robert LeResche , Director Development Planning & 

Research, Juneau (Dresent on November 6) 
7\bscnt Members : 

Mr. Emil Nott is , President Alaska Nat i ve Foundation, 
Anchorage 

Mr. Pihl , Comptroller Ketchikan Pulp Compnny , l<ctchikan 
Mr. Robert 'l'hor.s tcnson, Pc tcrsbu17g 
Mr. Robert McFarland , 7\nchoruge 
Senator Dutrovich, Fairb~nks 
Representative Mulone , Kenai 
Representative Urion , Anchora ge 
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MR . WOIILFORTH: We are calling the meeting of the 

2 Statt: Investment Advisory Committee to order. I am acting ns 

3 temporary chairman in the absence of Bob McFarland, who is on 

4 vacation right now and is µ nabl e to a ttend. 

5 You all know of the passage of the Permanent Fund 

6 l~mendment last Tuesday, which has been the subject of study by 

7 this Committee of two intensive meetings and this ia the third 

8 meeting where the subject matter of the structure of the 

9 Permanent Fund and testimony has been taken at prior meetings 

10 

11 

12 

13 

14 

15 

16 

17 

18 

from consulta nts, rea l ly in a learning process , in aid of a 

learning process to advise the Legislature , if you will, the 

appropr iate l egislative committees of some Permanent Fund 

operations in other states ~nd provi nces a nd developme nt loan 

bank operations elsewhere throughout the world. I 
This mornin9 we have time set forth for public he arings · 

the subject bein<J , now the Permanent Fund has passed , with its ! 
limit.J l:ion that monies placed t herein be used for i nco me 

produci ng investme nts . What kind of structure o f opera t ion, 

19 wh a l: kinc.1 of organ.i.za ti on , wh.:i t sort o ( use of mo nies for income 

20 producing i nvestm0nts is appropriu t e to recomme nd to the 

21 Lc9 i sla t: ure a nd to t he legislat i ve committees \/hen thej convene 

22 ancl start their wor l~ l n Janu.:iry . Fortunately, we have 

23 legislative me mbers o n this Committee a nd , therefore , we hope tha 

24 the continuity of i.n fo rn1ution which is stt1rted wjJ I. Clow 1110 1:c 

25 evenly an t he l egisln tors c.:irry their i nfon1.1 Lion buck to t he 
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committees when the Legislature con':'enes . 

2 The agenda is formated over a 2-day ti~e frame and I 

3 will just briefly go through the agenda. This morning is set 

4 aside for a public hearin~. This afternoon at 2:00 o'clock Mr . 

5 Butler of Whi te Weld will give a report o n possib l e uses of the 

6 Permanent Fund to leverage investment. In other words, the 

7 

8 

9 

10 

11 presumably in his capacity for investments of var ious kinds 

12 whic h might be contemplated for the Perma nent Fund . At 4:00 

13 o'clock , the Committee will have open discussion, presumably to 

14 digest and to comme n t on some of the items which they have hea rd 

15 this morning and will hc.:ir t his afternoon. l\t 9 : 00 c ' clock 

16 tomorrow , and presumably at the same place , Price Watarhou~e 

17 Compa ny wil l report o n m.:i nCl.g e mcnt 9ovcrni. 11 g boards and problcr11s 

18 e ncou n tered i n both t he operution of other permanent f unds und 

19 in the operution of de ve l opment loan situations , development 

20 l c.,an b<lnk situations elsewhe r e jn the world , the question or 

21 What \vent \'1ro ng . I n other words , how ca 11 we avoid some of Lhc 

22 mis takes t hat h.:1 vc been 10.:idc elsewhere j n t his a rc.:1 . l\ t 10: 0 0 

23 o ' clocl~ tomorTow ther9 is sched uled a work session under t he 

24 general topic of S true tura l and Orguni zu t i o rwl Consideru tions . 

25 l\t 1:30 t omorrow, a continuation of work sessions on t he ques Llon 
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of structure of the vehicle , which will make the investments , if 

2 you will, which are permitte..: under the Constitutional 

3 Amendment which just passed on Tuesday . 

4 As you speak this morning, if you would proceed to this 

5 little card table , the microphone will be placed on the card 

6 table, and simply identify yourself and spell your name for the 

7 purposes of the transcription . All of these hearings are being 

8 transcribed verbatim . And here is the transcript of the last 

9 meeting. Again , with the notion that the legislative conunittees 

10 will have a complete record of the information and comments thHt 

11 have been submitted at these meetings. I would like to get an 

12 indication now of the number of members in the audience who do 

13 wish to be heard this morning. Seven members . Given that , I 

14 don't think we need to impose any time stricture because there 

15 seems to be plenty of time to accommodate all those who wish to 

16 be heard. I do have one request to speak initially and that 

17 request comes from Mr . Phil Daniels who is here and apparently 

18 has a pressing time problem. If any of the others have absolute 

19 time committments and there is any re~son they can ' t stay beyond 

20 the nex l: hour, we would be glad to hear them in a preferential 

21 order. 

22 Again , just to alert you to our interest , this is an 

23 ~nforma tion gathering , educa tionil 1 type o E cf fort , speaking on 

24 the structure and orgunizn tion of the vehicle which will "ad111lnis er" 

25 the Permanent Fun<l as well as intentional investments ns they 
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r e l ate to what is . happen ing i n Al aska a nd what we estimate what 

2 wi l l happen l ater . So we woul d begin the public hearing then 

3 and Mr. Phi l Daniel will be firs t. 

4 MR. PH I L DANIEL : · Mr . Chairman and members of the 

5 Corrunittee , my name if Philip Daniel and I am with United 

6 Fishermen of Alaska. That is a rather dubious gathering of 

7 corrunercial fishing organizations representing about 24 groups 

8 that are spread through the coastal regions of the State. 

9 I would like to speak in rather genera l terms about the 

10 present situation in the fis}\er.ies as it might relate to the 

11 Permanent Fund . The first observation would be that the l\laska 

12 fisheries at this point in time is rather archaic in structure 

13 and in its scope . I don ' t want to say by that that we are not 

14 reasonably efficient in the things that we do . I am really 

15 trying to ge t a t the proble m that the f i s hery is rather narrow 

16 in its viewpoint . We are presently harve sting about four stocks . 

17 They are gourmet items as most uf you probably know if you have 

18 gone close to any of those items on the grocery shelf. And we 

19 are neglecting things that could be done . Certainly , that might 

20 pertain to the subj e ct at hand . By that I mean tha t two years 

21 ago , 5.6 billion pounds of fish were harvested in Alaskan waters 

22 and of t hose 5 . 6 billion pounds that were hnrve sted the 

~ Japanese and Russians took 5 . 1 billion which i ~ about 89 perce nt 

24 of the poundage produced. T~at by no me ans re presents pound~gc 

25 of salmon or the va1:ious traditional fish that we arc primarily 
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1 . concentrating on, but primarily bottom fi s h that American 

2 fishermen are not presently trying to harvest. I don't know· what 

3 the economic value of those bottom f i sh would be , but I would 

4, assume that , if a market were developed, it would . be substantial. 

5 The first problem is simply that the market has not 

6 been developed . And the present burden , of course, is upon the 

7 processor as far as developing the market. It ' s a substantial 

8 burden and it may be t~at the State could play a role there . I 

9 don't know whether, for example , the State might want to think 

10 along the lines of standardizing a brand for the State of Alaska, 

11 something in the direction of Florida orange juice or Florida 

12 oranges . I know there has been discussion of this in Juneau . 

13 That certainly could help . Any marketing operation, getting the 

14 message out to the general public could help substantially . 

15 Additionally , and I don't want to go too deeply into 

16 what migh'.: bP. possible except to kind of outline the problem . 

17 But there is j ust no question in my mind , i n the future we are 

18 going to have to rely more and more on the renewable resources . 

19 There is going to b ' a terminal point , a t this point in time , 

20 we don ' t know when that will be as far as the very substantial 

21 oil product io n that is going to take place in the near future . 

22 And, at that point , I would assume we will be dropping ba ck on 

23 the traditional renewable resources , tourism , fisheries , timber 

24 and things of this type . So it might well be worth considering 

25 what the Permanent Fund by way of investment could do to stimulate 
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the fisheries , and certainly the movement into the bottom fish. 

2 Under the present 200-mile regime, we have an ability 
'. 
~ , 

3 to displace the foreign vessels that are presently harvesting ' 

4 our fish stocks. I don ' t ~hink that is going to happen initially 

5 at a very, very high rate. Mainly because there is going to be a 

6 

7 

8 

9 

10 

temptation to trade off Ala~kan interests against other national 

interests and there is only 350 , 000 of us and you have about 

200 million people sitting down in the Lower 48 and I think there 

wil l be a continued temptation for the State Department to trade 

off Alaskan interests and perhaps make concession on our 'bottom 

11 fish stocks that probably shouldn't be made. But over a period 

12 of time, under the present bill , we can displace the foreign 

13 fisher. And that is going to require, of course, a gearing up 

14 on the part of American fishermen , but even more so the 

15 development of those markets. So I think that should be the main I 

16 thrust of the thinking. 

17 l\dditionally , as many of you may have heard to the point 

18 where you don ' t want to hear it again, our Aalmon fisheries arc 

19 in very great difficulties. We o nly have about a third of our 

20 salmon stock remaining at this point in time. \'le feel that that 

21 situation need not exist in the future, primarily of th0 success 

22 of the Japanese efforts jn hatchery production. Last year Japa n 

23 produced 16 million chum salmon wh ich is four t imes the annual 

24 average production for the State of Alaska. l\nd they have done 

25 that at a very substantial cost benefit ratio . '£heir better 
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hatcheries are achieving a cost benefit ratio of 24 to l ·. I 

2 would not want to say then that we can expect that k:i.nd of 
I I 

•/ 

3 . achievement here, but it certainly should be able to operate at 

4 a profit. And this will be the crucial test in any hatchery 

5 

6 

7 

8 

9 

10 

system, wheth~r it is a State hatchery system relating to the 

presently passed bond issue, or whether we are looking at it fron ~ 

the standpoint of private non-profit h~tcheries that presently 

exist . The crucial test would be ·whether they could the fish i 
I 

and afford to catch them . Traditionally , of course , the hatcheries 

that are producing fish in the ~rthwest are often quest~nable I 
11 in that respect. They v ery often had a fish return that was 

12 more expensive that you could afford to produce . You perhaps 

13 could justify it from a sports f ish point of view and from a 

14 tourism point of view because those fish are individually worth 

15 more to the State in those arec-.s than they are in a commercial 

16 fishe ry. But from a commercial point of view, there have been 

i7 some ve ry significant breakthroughs in the last few years in 

18 ha tchcry production t:ha l: has brought the pd ce down very 

19 substanti ally . The present price tag that is being talked about 

20 is somewhere between one and f:our million dollurs for a 40 

21 million fish capacity grnvel i ncubation system. I don ' t want to 

22 go into detail on gravel incubators e xcept to s a y they produce 

23 a vc~y healthy smolt and they product it at a very much lesser 

24 cost tlw n the so- called conventional ha tchcr.ies that hu ve been 

25 employed for years in the northwestern part of the United States . 
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The crucial test, a gain, is whether or not i n Alaska we 

2 can build these hatcheries, turn the fish loose , and get them · 

3 back to us at a profit. I think that i s a distinct possibility. 

4 We very strongly urge a loan program that was passed by the l ast 

5 Legislature creating a 200 million dollar loan program which work~ 

6 in this f;-,shion: The fishermen would assess themsel vcs and the 

7 value of their catch in a pnrticular region, the money deriveJ 

8 from that assessment would be used for security to approach that 

9 loan. And, of course , the idea is to put part of the burden of 

10 replenishing the fishery on the fis hennen themselves . And I 

11 believe there is almost an universal willingness among fishermen 

12 to help absorb the cost . This doesn't, of course, say that we 

13 should not have State- owned hatche ries. I have some criticism 

!4 of the State program al this point in time. It is obviously 

15 new and it is perhaps a little bit premature to be terribly 

16 cri tical of them . But I can certainly see a role for State 

17 hatcheries and especially in areas where there is intense 

18 concentration of sport fjshermcn . On the :>thcr h and , if the 

19 commercial fishermen themselves are wi.lling to help pick up the 

20 tab for rehabilitating the commercial species, it is probably a 

21 very desirublc situation. And I think that wi llingness does 

22 exist . 

23 I coul d see the Permanent Fund acting as a stimulant to 

24 tlrn indus try moving into the bottom fishery . I can sec it acting 

25 perhaps as a s t:imulan l! t:o the hatchery product io n s i tua U on. The 
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. 
bills that are presently passed are not perfect . He may want to 

2 revise them extens ively . There is certainly going to be a 

3 con siderable monetary requir ement so far as rehabilitating the 

4 salmon fishery . If t hat were done solely with State money , we 
~ 

5 
• I 

Tha t l.S I might be talking of a sum of around 300 million dollars. 

6 a substantial amount of money. It is not , of course , unthinkable 

7 if you look at what is happened in the rest of the Pacific realm. : 

8 Washington just initiated last year a 200 million dollar 

9 expansion of their presently existing program . Britlsh Columbia 

10 initiated a 300 million dolla,r expansion of theirs . Japan is 

11 expaHding her hatchery · system at a very significant rate. r .. ast 

12 year they released a billion smolt . And within ten y e ars , they 

13 will be releasing 2 billion smolt from their hatcheries. Last 

14 year we released 6 million smolt from all of our official 

15 sources. So it is rather pertine nt that we look in these 

16 directions. I don't want to try to convince a nyone who is 

17 sitting at the table that I have a good grasp of the economics 

18 of the situation. I am really rather naive and am speakin g to 

19 you as a commcrcia 1 f ishcrman. But I can certainly see a vei y 

20 sign if ican t role that could b e played by t h e Permanent Fund to 

21 stimulate the industry and hopefully provide an economic base 

22 that we can turn to whe n other L!Venuc!J huvc exJ..:iusted themselves . 

23 Thank you . 

24 MR . MOTLEY : Mr . Chairman , could I ask a couple of 

25 questions? Mr. Daniel , you talke d about - - you said that no 
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market was established for the 5.1 billion pounds . What you 

2 really mean is that there has been no domestic market . 

3 

4 

5 

6 

MR. DANIEL: That is correct . 

MR. MOTLEY: Wou.ldn ' t you think it is a logical 
.· 

assumption that given a 200-mile limit that the people who have 

been used to eating that 5.1 billion pounds of fis:1 aren't going 

7 to stop eating them. So what we are really talking about is a 

8 change in the relationship of the process in which they're caught 

9 .and processed within c.he 200-mile limit, i . e. , the exclusion of 

10 foreign fishing rather than necessarily disrupting the total 

11 market. Is that a fair statement? 

12 MR. DANIEL: I would say it is. Certainly, if the 
I 
I 

I 
13 American fishermen were to catch those fish, I think the ~nerican i 

14 
I 

fishermen would like to see the reserve in the present balance of . 

I 15 trade deficit . He had a 1. 5 billion dollar balance of trade 

16 deficit last year, the Federal Government did on fisheries 

17 products. Well, if you could turn that around so so that we were 

18 harvesting and selling to the Japanese, that would be fine . 

19 MR. MO'l'LEY: So what we are talking about , you wou ld 

20 envision the Permanent Fund to be a vehicle to possibly replace 

21 the Japanese mother ships with American mother ships or on-shore 

22 processing facilities? 

23 MIL DANIEL : Well, I think that. But I would l ike to 

24 go beyond that. We have done so little in the Lower '10 to 

25 convince people that fish is a good prod uct. In France, t he 

. 
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average Frenchman eats about 33 pounds of fish a year, ancl in · 

'.'> Japan it is almost twice that . The average American eats about 

3 

4 

11 pounds . We are primarily beef eaters, I suppose, in the I 
United States. And I have heard many people make the observation~ 

5 

6 

first , that you can't buy fish here in Alaska , which obviously 

is not the greatest market in the world by virtue of the lack of 

7 population. But if we could do something to set fresh fish or 

8 good products down into the Midwest, for example, or the East 

9 Coast. I've seen fish products that we harve~ted here that you 

10 could sell on the East Coast for 40 to 50 cents a pound, bottom 

11 fish, that you can't give away here. You use them for bait. 

12 And it is really not desirable and I think -- and I really agree 

13 with you, you want to continue to go to those markels. J\t the 

14 same time , if there is anything you can do to broaden that 

15 market , especially broaden it into the Lower 4 8 , I think t haL 

16 would be desirable. 

I 

I 
I 
I 
I 

17 MH • MO'l'LEY : With regard to the Cish hatcheries program, 

18 would you envision, gi v c n the Cons ti tu tion.:i l J\mc 11drncn t s ta t:c s 

19 that it is u return on its investment , Llwt t he privnte nonpro ~it 

20 ha tchery progrum as e nvisioned jn the c tt rrcnL 20 0 mill ion do ll ar 

21 program - - we' va 9ot one goj ng .:i. n Cordov.1 .i nd we ' re looking .:i L 

22 a couple of others -- wouJ d t hey unde r Lhc cj round ruJ cs o( t he 

23 Cons ti tut:ionul change , do you t hink tlrn t the y wo uld be u 111o r c .1pt 

24 veh icle foi· this j nvcstmcnt ilS opposed to a S LaL~-oµcr.1tc.:cJ 

25 hatche ry prog1:ilrn? 
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MR. DANIEL: I really think that they can do it more 

2 cheaply ·and I think as far as the capital investment, the initial 

3 investment. There are going to be two things in those private 

4 hatcheries, one , they have· to have good biologists and, two, 

5 they've got to have a good business manager. 

6 MR. GALLAGHEH: Those mother ships , or a like vehicle, 

7 how much would thE:y run in American dollars? A million and Cl 

8 half? 

9 MR. DANIEL: I think it would be very, very much more 

10 than that . 80 foot, 100 foot crabbers now run better than a 

11 million tlollnrs. 'rhe mother ship , a fJ Oilting factory s hip is 

12 what we' re talking about would probably run millions of dollars. 

13 ''o displace the Japanese docs not necessarily require a mother 

14 ship fleet. The only they've got t hat mother ship there is 

15 beca ui:;e it ' s a dista nt wa t er fishery , Hhich is t il e most 

16 inefficient method moneywisc to produce pro tein t hnt exists. 

17 

18 

And wi th s hortage on f uel and vari o us t h ings of this t ype will 

really limit their operations i n t he fu~urc . In some cases , we ' d I 
19 need a floater, it wouldn' t have to be a n extensive operation 

20 necessarily as far as size. Again, l a nd-bas ed processing is very 

21 oCten appropriate. 'rile onJy time it would not be would be in 

22 en ses where wc .:i t hL:r condj tions or lw ebor L:iciU Li cs we re not 

23 and lablc . I don' t know whn t t ho econom.i c;s of tl\cJ t is , t he cos t 

24 of a floater as compared to a 1 ~ nd-bascd proccs~ing opcrntlon. 

25 MIL LOVt::: \vhat cf (ect do you t h i nk ~ LI this off- s hore 
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operation would have? 

2 MR. Dl\NIEL: Well, there is real nervousness among tf1e 

3. f ishe'Fmen . I said one time in a public t e stimony on this type 

4 of que.<>tion that perhaps i't was the case and J heavily emphasized 

5 the perhaps, that fishermen were simply paranoid about sorne of 

6 these i ssues . It came out in the press a little bit later that 

7 I had said they were, . in fact, paranoid. The problem with mos t 

8 of the fi shermen is they can read a nd they read th i ngs -- for 

9 example , there have been some reports by the National Fishery 

10 Service that indicate vulnerability of crab and shrimp loss one 

11 part per million of oil actually dissolved into the water . Well , 

12 this makes fis hermen ne rvous . They don't really know what that 

13 mea ns but i t doesn ' t sound good. So there is real apprehensi o n 

14 abo u t OCS . My only solution to it is not a very sophisticated 

15 one. I have s uggested r epeatedly to t he oi l compa ni es what 

16 needs to be done is take u group of fishermen and go to t he Gulf 

17 of Mcxjco and allow those fi s herme n to talk to their counter-

18 par ts . You migh t wDnL t:o a llow t hem to ta lk to some experts 

19 too , some professorial types and perhaps people who arc c xperLs 

20 on pollution problems. But the mai n t h i ng is t he fishermen 

21 themselves hnve more credibility with /\la skiln fisherme n t han 

22 anyo ne else w.ill have . i\nd if you cnn gel t hese guys to sit 

23 -down antl tnlk to the ir coun tcrpa rts in Lhc GuJ. f a nd t he CJ uy s 

2A down Lhcr-e , i n Cnct , s~1y, ns some of my lobbyist frie nd s from 

25 Lhc oil compnn icG indicn tc, t hat t hey cnn li vc w i t: h OCS 
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developmen t, I think that w~ll go further to solve the problem 

2 t han anyth ing else . I think the fishermen would be -- I would 

3 be enormously grateful not to feel apprehensive about OCS . 

4 MR. LOVE : How much investment capital do you think 

5 would be advisable? 

6 MR . DANIEL : I really couldn ' t answer that with any 

7 sophistication at all . I would get into figures on what it would j 

8 cost to rehabilitate the fisheries. I think t hat figure would 

9 ~robably obtained if the State did the entire job . I b e lieve if 

10 we get private industry into it, we can do it somewlrnt cheaper . 

11 As far as developing markets and as far stimulating the harvest 

12 of bottom fis h , I really don ' t have figures on that. I just 

13 haven' t heard any, I don ' t know that any exist , although they 

14 probably do. 

15 MR. LOVE: I just wanted to point out in the interest 

16 of future deliberations, it would ~c useful to have some figures 

17 given to us . 1\lso if you sec the need for an i nvestment in t he 

18 area of hatc heries and also in building b ou ts or in processing 

19 facilities. 

20 MR. 01\NIEL: Well, I can sec it in t h e boat building 

21 if you ' re moving into different fisherico. We are obviously in 

22 the salmon i ndu s try too efficient at this point in time . If 

23 you ' re uning a boat for other purposes bes ides salmon , perhaps 

24 it is justifiable . If you ' re looking at the standpoj n t of moving 

25 into these bottom fisheries , very definitely we could use Stntc 
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money in that respect. Because the burden right now fo~ the 

2 fisherman who wants to develop a new technique or move into 

3 something is e ntirely upon that fisherman. I ~on ' t know of any 

4 experimental monies that ~re available except perhaps a very 

5 small amount . I could see it there. I see it certainly in the= 

6 hatchery situation but, again , I want to emphasis that what we 

7 are really interested in is the loan progr~n where the State 
I 

8 gets its money back. Simply a loan that is repaid out 0f the sale 

9 of surplus fish at the hatchery racks and repaying these 

10 assessments on the fishermen . 

11 MR. LOVE : You think the big part of it is hatcheries. 

12 MR. DANIEL: Well, the bottom fish thing could be 

13 tremendously valuable . Right now we have had a tendency to be 

14 rather narrow in our viewpoint and look only a t the hatcheries 

15 because salmon is a q~. dn1~ur- fish . l\nd we ' re in trouble on 

16 salmon and I think people recognize that . But I think we al so 

17 ought to look at those bottom fish stocks very, very definit.ely . 

18 l\n d l can ' t be as specific there about what the State can anci 

19 can ' t do . Dut 5.1 billion pound!:i of fis h i:;hould be worth a 

20 considerable amount o f money , so i E wc could move in to that area, 

21 it would seem to me to be very des irable . 

22 MS . FLEJSCllEH: I want to a::;k you, for instil nce , on 

23 bottom fis h . I don ' t .know ilnything about them. !low renewable 

24 n1~c bottom fish? You .:ire not talking about hiltchcrics whe n you 

25 arc tillking nbout bottom fit:; h. 
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2 

3 

4 

5 

6 

7 

MR. DANIEL: No. Hatcheries woul d only apply to the 

sal on . 
I 
11 

MS. FLEISCHER: How do - --

I/ MR . 

Forl/ i n stance , 

DANIEL: Welt, it is a more frustrating situation. 

our halibut stocks are in big trouble now . There 

was 1 a time previously when they got so depressed that we simply 

qu~~t fishing for them for a number of years and they did 

8 recuperate. We ' ve got additional problems now bec~use the 

9 

10 

Japanese -- the halibut are not th~ target species for the 

Japanese, but they catch about a 1 percent incidental catch 

11 while they ' re chasing pollack and various things of that type. 

12 That just devastates those halibut stocks because these are 

13 primarily juvenile fish , you know , immature . 'l'hey are renewable 

"" 14 but it's not the same thing as being able to put a hatchery in 

15 and let them go Cl nd let t hem come back to you . 'l'hc main method 

16 of renewal is simply to quit fishing for them . The .Japanese tlnd 

17 Russians at t his point in time have absolutely devastated some 

18 of t! . J stocks. We ' re down on pollack to where we ' re supposedly 

19 harvesti ng primarily juveniles. We have already gone through 

20 ocean perch to the point where they arc .i.n 9rt-1vc jeopardy and 

21 the Japanese use what i s called the pulse flr;hin~J tech nique . 

22 'l'hcy go i n and hurvcst the fish where it: is dO\m to t he point 

23 ~here they Dre no longer economically ( c .1sJ blc. 'J'hc n they lewve 

24 them .:ilonc and theoretically allow t hem Lo rccupcnatc. llowt! vcr , 

25 our biologists don't think they raeccssari l y g i vo Lhcm e noug h time. 
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2 

3 

4 

s 
6 

7 

8 

9 • 10 

11 

12 

13 

14 

15 

16 

17 

• 18 

19 

20 

21 

22 

23 

24 
It 

25 

MS . FLEI SCHER: ls there anything that can be done , as 

far as you know , for renewing bo~to~ fish? 

MR . DANI EL: We need a better and more careful 

regulatory regime . Under the new bill, we have the ability to .· 
tell the Japanese and Russi~ns who can f i ah a1 i where they can 

fish and when they can fish. 

Ms; FLEISCHER: In other words , . ~ re will be 

cooperation maybe . 

MR. DANIEL: We can insist upon it. There is always 

the question whether our Sta~e Department is going to show any 

couruge. 

MS . FLEISCHER: I wanted to ask you also about - - some 

of the other things you ha ve mentioned like tourism and timber 

and other industries in t his St ate can be a threat, I imagine, 

to fishe ries and I was wondering jf the fishermen are part of 

that decision-making process and whether you arc able to cooperilt 

with the timber i ndust.ry or the tjmbcr industry is able to 

cooperate with _you 1.:0 prc1tcct like saJ mon .;Lock. 

MR . Dl\NIEL: We have tried tt ~ ndopt a very cautious 

attitude toward timber and O.Lt. J\nd certainly do not want to 

get j nto tho stance of tryi:1g t.o n.:iy these two industries which 

arc very, very vital industries i.n tho Stiltc should not cxisL. 

'I'hcrc is n real apprehension in Sou t:heas t 1\J a ska among f is he rm.-~ n 

as to what is lrnppening o n those slllmon s tret:1111s. /\nd wn hu ve 

tried ond tried, aguin , to <)Ct as much protcdr: tion in the salmon 
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streams as possible with prohibiting timber harvest. I certainly 1 

2 think that there is a possibility of mutual existence there. 

3 

4 

The thing that encourages me too, I don't want to see us just : 

simply throw open the door' and say we 're not going to worry about ! 

5 

6 

7 

8 

9 

10 

stocks because that ' s the least expensive way to produce fish. 

' 
With hatchery production, it is interesting that today in 

Washington and Oregon and B.C., as well as in Japan, their 

production on salmon is as great as it ever was. In fact, in 

J~pan, far greater than it has beep historically . And the 

Japanese are producing their fish on the island of Hokkaido and 
I 

11 Northern Honshu Provlnce and the population pressure there is just 
I 

12 unconscionable . There are 6 million people living on the island 

13 of Hokkaido. 

14 MS. FLEISCllBR: So, in other words, they create salmon 

15 streams, in effect , so you aren ' t dependent on the natural 

16 streams. That was one of my questions plus the fact that I was 

17 reudin~ about a salmon fishery in Washington and apparently part 

18 of whaL happened there was the d.:1ms on the rivers. Ancl I know 

19 that there arc some plans and probably will be more for 

20 hydroelec tric elev elopmen t here in l\ laska . And I nm wonded ng if 

21 that can be pla.nned in a wny not to i nterfere with the salm11n 

22 industry or whether you are part of that decision-making process 

23 as to where dams should be. 

24 Ml1. Dl\NJEL: Well , I think there nre certC.J inly bad 

25 things you can do. Ne have so mnny streams to choose from a ncl 
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the r e are some wher e it would. 'Je very, very distressin g - - · if we 

2 we nt out a nd tried t o dam up I l iamna Lake , for example . Not t h at 

3 that is going to happen but that is a major spawnin g area and 

4 t erribly valuabl e from that viewpoint . Certainl y there are 

S alternatives in most cases where they are not necessarily 

6 i nterfering with -salmon . And we would be concerned about that . 

7 Hydroelectric projects, without a doubt , are a major feature 

8 that caused a decline 1n t. 1.e Northwest . 

9 MS . FLEISCllER: My question was, are you part of that 

10 decision-making process? 

11 MR . DANIEL: In a very, very small way. It ' s partiallyj 

12 our own fa ult . We obviously can become more a part in these 

13 decision-making processes. Our organization is a bit new and we 

14 have been somewhat preoccupied with limited entry, especially i n 

15 the last few weeks . But I think the opportun i ty certainly 

16 exists , j t ' s just a matter of our taking advnntage of it. 

17 MR. FREER : What sort of research e ffort aimed at 

18 better utilization of the fish that were caught in Alaska. I 

19 wonder if you saw any n e ed for a continui ng type of re~iaarch 

20 program such c:ts that for use of monies from this Fund? 

21 MR. DANIEL: Well, we really need to do those things , 

22 I t h ink. One of the things that I hndn' t really thought about 

23 is how desirable -- we ' ve got so many stocks, sea urchin, for 

24 example, that are h ighly v a luable in Europe t hat we arc not even 

25 touching. We have some abalone down in Sou thc us t. '!'here ' s 
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probably a long, long list of f ish and fishety products that we 

are not util izing . Research in those areas wo uld be highly 

desirable . The Nation&l Fishery Service does some of that, 

4 probably not an adequate amount . By the way , I did mean to 

5 mention ear l ier in my testimony that with the 200 - mile limit 

6 bill on t~e books you may see some Federal money coming into 

7 these areas. But whether or not it will be· a substantial amount 

8 or whether or not it will work to our best interest is still a 

9 matter of question. I would certainly say , yes, we could use 

10 additional research. 

11 DR. LOGSDON: What is the existing capability of 

12 Alaska fishermen to take bottom fish? 

13 MR. DANIEL: Well , the guys in crab fishing , boats 

14 that are quite substantial in their size. And I would say that 

15 many of them could be converted. It seems I remember a cost of 

16 45 , 000 dollars conversion, to convert some of these boats over 

17 t o where they would have a capability on bottom fj.sh . 

18 MR . EDENSO : There would be a limitation on the size 

19 of the boat. 

20 MR. DANIEL: Yes, there are lots of factors. 

21 MR . EDENSO: If you're just talking conversion in gear, 

22 it is going to be in execs::> of 50, 000 dollars. 

23 MR. DANIEL: Okay . Well, I huc1 seen the f igurcs but 

24 it's been severa l month s ago, I saw them and they slipped away 

25 from me. Some of the guys in Kod iak and on the Chain would tell 
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this story a bit braver than perhaps they should about their 

2 ability to move immediately there. I know that the desire · 

3 exists, but the practicality of the matter , it means gearing up 

4 and gearing up not only so" far as the boats but processing 

s capability and marketing ability . And considering those 

6 factors, no, not close. The boats themselves are much closer 

7 than anything else so far as being able to get into the business . 

8 MR. WOHLFORTH : This subject is obviously one that 

9 
I 

would take us weeks of testimony and we want to b~ar in mind we'r~ 

10 I
I 

just getting an introduction. Hopefully, people: like Mr. Daniel I 

11 
I 

I 
will work closely with this Conunittee and the legislative 

12 

13 

14 

committees on a continuing and more detailed basis on what he 

:::n~::~ b:e:h::~elt:o:::es:: :o:~i::l:::r:::c:::: :0

b::::ng i 

question, that we suspend questioning in deference to the others ! 15 

16 who are here and who may have a time scheduled that they really 

17 need to meet . 

18 MR. ~~ALDOCK : Mr . Chairman, I would like to ask just 

19 one question . Mr . Daniel, I would like to know if there is any 

20 research underway at this particular time to see whethe r or not , 

21 if we funded the Fishery Departme nt, whether it is goin g to be a 

22 profitable operation because part of the criteria of the 

n Permanent Fund money has to have a return for the investors . 

24 MR. Df\NIEL: Well , no , r would say th.::it the re is 

25 probably not much being done there. Not as much as should be , 
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and probably should be very carefully looked at as far as 

2 whether you let the money go in the direction of private industry 

3 or whether you let it go into any department, whether or not you 

4 are going to get an attractive cost benefit ratio . I doubt that 

5 very much is being done in that direct ion . 

6 MR. GALLAGHER: We attempted to do some but it is 

7 pretty sketchy. 

8 MR. DICKEY: I am Don Dickey, president of the Alaska 

9 State Chamber of Commerce . I have with me two well-known Alaska 

10 businessmen, Mr. Bill Scott, an accountant from Anchorage und Mr . 

11 Frank Mu~kowski, a banker from Fairbanks. 

12 I want to first say we can all take pride in the voter 

13 respons e to the Permanent Fund, a two to one overwhelming support 

14 I think is an indication that people arc in tercsted in seeing 

15 the benefits of such a program . I would commend t he Legisla turc 

16 for their efforts, Mr. Ma.lone and Mr. Miller and any others I 

17 may not ha ve seen , so th.::i t the record will i ndicate they did put 

18 the package before the public and gave them a chance to vote on 

19 it and this Committee has alr;o. In fact , at noon Tuesday when 

W people were voting on this issue , I had Mr. Edcnso as a speaker . 

21 So we were confident that the public was goin<J to accept it .:mt! 

22 we arc delighted tlrnt you h.:ivc met so promptly to get p ubJ.ic 

23 input on the program. 

24 Our purpose toddy , b~sically, is not to much to oCfcr 

25 specific s ug gestion s as to where the fund::; mig h t be i nvested but 
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we will, in the f utur e, be specific on that. But perhaps .mor,e to 

2 speak to cl1e point of the goal s , the objectives and the structure 

3 that we see might be he lpful. 

4 I think the Permanent .Fund is an exciting concept , 

5 properly used ~an bring' f ntold benefits to the widest cross-
/ . 

6 section of Alaskans. I think it has also the ability or the 

7 possibilities of abuse and , if abused, will create a boondoggle 

8 second to none that we ' ve had and of unprecedented consequence . 

9 Hopefull y , in our testimony I hope to bring that out. Our 

10 purpose is to suggest ways tha t it can avoid the rocks and shoals 

11 and that it can be a success . 

12 About t wo years ago the State Business organization had 

13 a conference convention tl1~ theme, Can Alaska Afford 

14 Prosperity. And it wasn ' t a facetious question. We were asking 

15 oursel ves - - most of us t:ha t h acl lived here for a number of 

16 years that we seem to t hrive best in poverty , perhaps have hud 

17 more experience with j, t a nd when we get prosperous , as we did 

18 once, a .id appe.:ir. to be th re a tcncd agn .i.n, we seem to hnve lit tlc 

19 problems of getting al.0119 together or just how t hat s hould be 

20 utilized , like .:i fa mily docs sometimes wh en they div ide up the 

~ l pot. So our su~19cstion today to you - - it is 11ot a new subject 

22 to us , ar.ki ng what we would do wi th our fu nds . We 've been down 

23 t his puth be fore and we ' 11 tell you somethi ng about that and 

24 of fer some su9gcs tio ns on how cons true l:.ivc ly we t hink t his inig h t 

25 be s tructurcd . 
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I a m going to ask first fro~ Bill Scott. He is past 

2 president of the Alaska State Chamber of Commerce . He is Alaska 

3 . managing partner of the accounting firm of Peat , Marwick & 

4 Mitchell . 

s MP. . SCOTT: Thank you, Don. There are a couple of 

6 things that seem to me important. They are more structural 

7 than the on- going things that Prank will mention . 

8 Again , in the interest of being very brief, it seemed 

9 to me that in the structure of the Fund itself , in the 

10 management of it , it needs strong leadership. We have discussed 

11 this back and forth and I don't think that facet is disagreed 

12 with by many. But it see~s to me that it needs to be in 

13 perhaps a separate State-created corporation or entity, it 

14 doesn't have to be a corporation , that would be answerable to 

15 the Legislature. Decause it will, in fact, it seems to me to 

16 be the Legisla turc that will set many of the <JU idelines . '!'hat 

17 entity then should be headed by an able and strong leader. who 

18 can impl e me nt policy as the Lc<]islature dic t a te s . 

19 I believe that the Fund should have constant and 

20 on- going revie" , no.t only from the financial transaction 

21 standpoint but also from an opcr.:itional an.:ilysis standpoint so 

22 thc:it programs can be continually evaluated . J\nd, third , it 

23 seems to me that what hus been referred to i n the nationa l press 

24 as a sunset provision be part of the e nabling legislation . So 

25 that , if three, four , five years down the track it is obv.ious 
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2 

3 

5 

6 

7 

8 

9 

10 

to everyone that the Fund is going _awry, that the intit~al 

purpose, while apparently valid at the beginning, no longer 

seems to be !;erving the wishes, that there can be automatic 

provisions for change in the structure without going through a 

complicated political process to arrive at that ability to 

change. 

With that, I would like very much for Frank Murkowski 

to continue our presentation with some comments he has on more 

specific investment areas.· 

MR. DICKEY: Before Mr. Murkowski speaks , he has 

11 many titles . lie is president of the Alaska Bank of the North, 

12 Fairbanks. He is chairman of the board of the Alaska State 

13 ChamLer of Commerce . And probably of equal importance for your 

14 purpose today, h e is former Commissioner of Economic 

15 De velopment and in t hat capacity had some in volveme n t with l oan 

16 f unds so I think he can add something to your deliberation. 

17 MR. MURKOl~SI<I : 'rha nk you , Don. I would like to cal 1 

18 your atten tion to one of the basis premise s of the Perman e n t 

19 Fund in its concept, the sta tement that the fund is to be us e d 

20 for income producinq investment. That really opens up a 

21 Pandora ' s Oox. · No t only to your Conuni t t ee , but to the 

22 Legislature and the administration , the l a bor, business 

23 communit y and j ust the populace of the Sta t e · as a whole . 

24 Because it implies all t he grandiose benefits from such a 

25 substantial reserve, saving s account, or whatever you want to 

PAT KLING REPORTING SE~VICE 
SUITE 400 ANCll OR AG!i LEGAL CflNTER 

1016 WEST SIXl II AV ENUE 
ANCHORAG E, ALASKA 

-26-



• 

• 

call it . 

2 I would like to express some concerns I have directly 

3 in this a r ea. And obviously being a banker I am automatically 

4 suspect from the standpoint that what I am going to say is 

5 basically that I don ' t want the State to compete with me in the 

6 l oan bus iness. The reason I say that is I don 't fee l the State 

7 can realistically involve itself in very , very broad loan 

8 programs for the benefit, theo~Afically, of the public as a 

9 whole in a very general way because of the politics that enters 

10 into these programs once they are established and the lack of 

11 indepe~dence that a State agency has in loaning funds. I am 

12 speaking very gene ral and across the board in this respect . I ' vi 

13 been there , I've handled State loan programs and I am very much 

14 aware of the political pressure that is brought to bear. It is 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

all well meaning but it results i n bad loa n s and severe losses. 

This is not necessarily the rule by any means, but there is 

enough of it to make for a great deal of concern . I think there 

are some specific programs , loan programs that c an be h \. ndl cd 

a nd utilized . There are some very s uccessful loa n programs 

within the Sta t e . I would point out the Veteran s loan 

program as one . But when you get i nto t hese v ery broad a r eas 

of providing loans that a re , in effec t, high risk. The 

·individual who is living i n a cornmuni ty will go to a 

lcgisla tor and say , " I ' vc got a tremendous program here a nd I 

would app r eciate your help" and he pre vails without gcttin9 i n to 
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the credit worthiness of what the a pplication is to the 

2 director who is responsible for the function and the pressures 

3 begin. And it results in some very , very difficult situations 

4 that can be avoided if it is properly structured . 

5 I would suggest that the area that you look into 

6 initially are some the broad guarantee concepts. There is on 

7 the books at the present time , I believe it is called the Alaska 

8 State Industrial Corporation which allows the State ot use its 

9 tax exempt status. The concept I think came into effect , oh , 

10 about nine or ten years ago and it has never been used because 

11 there has been a reluctancy in the adminL:;tration to allow the 

12 State ' s credit to be on the line in the concept of a guarantee. 

13 It has an application from the standpoint of providing the 

14 development of industries that are of high potential but yet 

15 h igh risk from the standpoint of other adequate markets in the 

16 State . I would use as an example one, the cement business i n 

17 Alaska today. We certainly h~ve all the resources to develop 

18 a cement manufacturing process but it is questionable whether 

19 the markets are here. But a guarantee program where the 

20 Permanent Fund could guarantee the bonds has an application . 

21 That type of program would result, in my opinion , in substa nti a l 

22 new industry. It would not be a tax incentive per se , but it 

23 could have a very subntantial assistance to the development of 

24 the industry. 

25 I would suggest too that when thought is given to the 
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concept of participation in loans that you require high . 

2 participation from the lending institutions, if you get into 

3 programs of that nature. I don't think 10 percent is adequate. 

4 I think 25 percent is more realistic. Because then the 

5 

6 

7 

8 

9 

10 

11 

12 

policing is 9one by the lending institution that is directly 

involved in the credit. 

There are some applications in the area of renewable 

resources that you are going to get a great deal of testimony 

Ofl. And I think one of the most paramount at this time that 

this Fund could really get involved in in the form of a 

guarantee concept would be in the area of agriculture. You are 

going to hear a lot abou t fish, mining, tourism, oil and gas, 

13 timber and wha tnot. But the concept of making large trac ts o f 

14 land available by theoretically using a portion of the 

15 Permanent Fund, say, to clear the land. Then get into a l ease-

16 back, it ' s got to be a large corporation , total utili za tion 

17 developme n t concepts , t hen they wo uld puy it back off of th E! 

18 development of t he ~and , you are creating some basic , new 

19 indusry within the Sta l e . You are creati11g jobs in a new area . 

20 And you're creating obviously subst~ntinl marke ts overseas fo r 

21 the products. 

22 So, in co nc lusion, I would j ust leave you with t he 

23 di r e warning, if the ·program docs get into an orca where i L is 

24 a broad loanin~ function , then po li tics is going to enter i n to 

25 it. /\nd I would lrntc to sec whaL is go ing to hnppcn five oi: 

. 
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ten years down the line because no administrator can hold up 

2 under that kind of pressure . I would be happy to answer any 

3 questions. 

4 MR . GRUENING: bid you say the Veterans loan program 

5 was an example of one that ---

6 MR. MURKOWSKI: No, I npecifically stated in my 

7 testimony that the Veterans program was an excellent program . 

8 There are many excellent program~. The Vet~rans program is not 

9 a broad loan program where somebody can come in with anything . 

10 It is secured by real estate, the safest kind of program there 

11 is. 

12 MR . GRUENING: Is that because it 's a housing loan? 

13 MR. MURKO\vSKI : 'l'ha t is one of the reasons , sure. 

14 It has specific guidelines and you have got to , in effect , have 

15 the collateral value. Specjfic guidelines. So it takes 

16 reasonable discre tion out o f it because you've got specifics. 

17 Out you get in to areas \'1here you ' re pro jccting what the cash 

18 flow of a new business is goi ng to be and yo11 've got to be 

19 realistic with it and, if it ' s marginal, that means it is 

20 marginal nnd you've got to look at it that woy. You can ' t kid 

21 yoursc 1 ( by saying, 11 \vcll , we hope t hi s will happe n a nd thj s 

22 will happen and , therefore, it wilJ work" . 

23 ttR. GRUENING: 'l'h e fact that it is a home loan as 

24 opposed to say participatin~ by the bank. Which CacLor is 

25 i mpor tn n t? 
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MR. MURKOWSKI: 'l'her e is .no relationship. The real 

2 estate loan stands on its own. You've got guidelines and you 

3 loan a percentage to the value, you know what the value is and 

4 you look to the credit wotthiness of the borrower. If he's got 

5 

6 

7 

8 

9 

10 

t he i ncome to ~~~ for the loan , why, theoretically , he gets the 

loan . 

MR. GRUENING: Why couldn't the same kind of criteria 

apply to any business loan. 

MR. MURKOWSKI: Well, first of all , any kind of 

business loan doesn't fall into value . Usually the individual 

11 wants to start a business. He ' s an unknown entity. He has no 

12 operating experience . These are the usual type of loans that 

13 come into the State. He wants to borrow for the collateral, he 

14 has no equity. He might have a great idea. 

15 MR. Gl\LLJ\GllER : I ' d like to throw a little light on 

16 t his subject. \vhe n I wa s in the bunking s ystem , we reviewed 

17 our reserve for bad debts and 89 percent of our charge offs 

18 were commercinl loans , 2 percent in real estate , and 9 percent 

19 were in installment loans. 

20 rm. sco1"J' : That says it all. 
I 
I 
I 

\·le took all of our losses in commercial 

'£here is no politics j n the Vetc rans 

21 MR. G/\LLJ\GIJEH : 

22 loans . . 

23 MR . MURKO\·IS.Kt: 

24 

25 MR. SCOTT : I agree. 
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MR. GRUENING: I am interested in why you cannot 

2 i n sulate some of the politics from the business loan situation? 

3 You say there are no politics in the banks ---

4 MR. MURKOWSKI: Well, it's a different type of 

5 politics . The banker is going to go broke or he is going to 

6 eat his bad loans, but with the government it doesn ' t work that 

7 way. 

8 MR. GRUENING: My question is , can't we make the 

9 ,people that are administering it responsible? 

10 MR. MURKOWSKI: I think the people are respousible, 

11 it ' s the pressures they ge t. I think that the individuals , the 

12 Commissioners that are here would agree with me up to a point. 

13 There are several State loa n programs in various departments . 

14 There has been a coordina tion in the last few years to get them 

15 together and they are getting together . Loaning money is just 

16 that , you need some real expertise . And, if you ' re making a 

17 secured type loan , there is a certain application of r ules a nd 

18 regulations , t ha t ' s o ne t h ing . nut when you gc t out in the a rca 

19 of making a credit judgment where you don't have those sound rule 

20 to utilize , you ' v e got , say, a new business, you've got to h a v e 

21 somebody who has had some e xpcd c nce . l\nd that's f inc , you c a n 

22 get tlrnt theoreticnlly but the n you 'vc got t he legislntor and 

23 I've seen it lrnppcn time .:a;d time agai n whe re you ' vc got the 

2'1 co ns ti tucn l:. working on h i m. li e ' n got a mi llion t h in'JS to do il nd 

25 one of the m js not to c val uill:.c l:.hut guy ' s loa n. So he silys, 
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"Well, you ought to talk to Joe Blo~ who is the director of that 

2 program" and he goes down and he says , "If there is anything you 

3 can do for Joe Blm·1" -- that's whe n the pressure starts and it 

4 really can develop. And, if you can figure out how to insulate 

s it from polit~cs, more power to you. 

6 MR. GRUENING: I am asking for your suggestions. 

7 MR. MURKOWSKI: I have no suggestions . I don't think 

8 it will work. 

9 MR. MOTLEY: As administrator of 9 of the 11 programs 

10 you are talking about, I would like to discuss the matter with 

11 you. 

12 The Veterans Loan program as of the ~irst of this year 

13 had a delinquency of less than 2 percent . The average for all 

14 the State banks, including your bank, is 3.25 percent , 31 days 

15 or more. So I think that stands on itself there. In regar<l to 

16 the business loans, I don ' t think you are entirely correct when 

17 you say there is no collateral. I t hink all of the statutes 

18 affecting all of the business loan programa except one which is 

19 the new one of child care centers , requires collateral . What 

20 you say is correct , it can happen i n th~ way you have t alked. 

21 We inherited two loan programs [ror.i you r ol<l de;_Jartment , long 

22 after you left. One of the m was the 1\lasku State Development 

23 Corporu tion . '1.'hose loans were loans that were made , you may 

24 rccillJ , that were bOUCJh t from h.:inks . '!'hey had 16 out of 21 loans 

25 <lel inqucn t. 'l'hc Smu 11 Dusi ncs:; Devclo1.;1~en t Cori_)ora tion ha cl 10 
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out of 21. Today there are 3 . I submit to you that it can be 

2 run . You use the same test that banks use and that is a good 

3 underwriting procedu!'e . You can insulate them from the political 

4 system. I think the record is there for it. I agree with 1you 

5 that the risk is there , the political risk of legislators and 

6 administration , but I think it can be overcome. 

7 MR . MURKOWSKI: The Alaska Development Corporation 

8 hasn ' t functioned other than in a cleanup capacity. 

9 MR. MOTLEY: That is a fulltime job , that cleanup . 

10 MR . MURI<OWSKI: So that has been the basic utilization 

11 of that office , it hasn't been functioning so far as taking on 

12 new loans. 

13 MR . MOTI.E .L: That's right, just cleaning up the bad 

14 ones that were bought from the banks. 

15 MR. MURKOWSI<I: That is absolutely correct, there ' s no 

16 question about it. It was a bail-out for the banks. 

17 MR. WOl-ILl:"'OH'l1 1l: Mr . Waldock . 

18 MR. WJ\LDOCK : I wou ld like to direct my question to Mr. 

19 Dickey here. Rather than to reinvent a new wheel as far as a 

20 v eh i cle to handle out Permu ne nt Fund, I would like to kno w if you 

21 would give your comments or the comments of the Chamber of 

22 Conunerce i n regard to the use of the vehicle that Frank Murkowski 

23 wus talking alJo ut. and that is the J\laska Sta tc Devclol.Jmen t 

24 Corporation. Realizing there arc a few pitfalls with it , cou l d 

25 you nlso comment about any safeguards that might be put in thnrc 
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to beef that thing up? 

2 MR. MURKOWSKI: Mr . Motley, 1 think that is under your 

3 department now. 

4 MR. MOTLEY: The suggestion you had I thi nk i s an 

s excelle nt one. I t~ink if you had the banks in there with you 

6 than everybody has somethin~ at stake a nd you have two under-

7 writing criteria . 

8 MR. MURKOWSKI: If you keep the banks in enough and 

9 don ' t let them off with 5 or 10 percent . That program that 

10 Dennis is referring to, Tony ' · I think you will agree has 'a real 

11 application . It just hasn't been used because its been of real 

12 concern . Eric , I think you were involved . 

13 MR. WOHLFORTH: I am aware of the Alaska State 

14 Development Corporation experience , which I don't think is as 

15 bad , frankly , that a lot of people , maybe the public has in mind. 

16 Back in ' 63 whe n it was started it did finance tourist 

17 facilities and other things thaL were needed and might not have 

18 gon e forth . •rhere was no question they took out some bad pnper . 

19 And I think the poi.nt of a higher deg ree of private participation 

20 is absolutely the key to any rej nsti tu tion of that kind of 

21 vehicle . 

22 MR. DICKEY : I might mention we worke d about two years 

n to get that first program t hrough. Its i ntent was perfect , its 

24 performance was not . To respond to Mr . Murkowski ' s suc19estion , 

25 I think one of the reasons t here wa!3 Loo small involve me n t with 

PAT KLING REPORTING SEnVICE 
SUITE 400 ANCllOl~AGE LI.GAi. CE NTER 

1016 WEST SIXTll AVENUE 
ANCHORAGE, ALASKA 

-34-



• 

• 

the private banking institutions. A greater partnership~ I think . 

2 they wouldn ' t walk away. from it , they would be quite interested 

3 in how the thing turned out . 

4 MR. LOVE : Mr . Murkowski , you said one of the benefits 

5 of having banks make the loans rather than having government 

6 make the loans is the bank has to take the loss. 

7 MR. MURKOWSKI: Rather than t:he public . 

8 MR. LOVE: But if the State gets into the busin1:ss of 

9 gqaranteeing loans that the banks make , doesn't, in fact , the 

10 bank make loans that the public takes a loss? 

11 MR . MURKOWSKI : Well, as Mr . Motley indicated, if the 

12 bank has a substantial participation percentage , why , obviously 

13 the bank is going to spend a great deal more time analyz i ng the 

... risk tha n i f it had a 100 percent guarantee . 

15 MR . LOVE: Say a 30 percen t guarantee . My point i s, 
I 

16 the more the gove rnment gets involved in these loan programs, the ~ 

17 less the bank has a stake in it. It seems to me You wou l d 

18 normally have just a free market situa tio n and I am jus t , you 

19 know ---

20 MR. MURKOWSKl: What I am sugges ting to you is the 

21 question -- just on speci f i c program -- loan programs, i s it th e 

22 best interest of all conce rned that the State go into the direc t 

n lending programs or utilize the expertise that exist in the 

24 private sector by put ting certa in sL i pulations o n the per cc n t nge 

25 of participation r equired by the ba nks, and the n does the s t a t c 
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come in and utilize its princi pal put into this or does it 

2 guarantee a specific portion. You get the best of both worids 

3 under the guarantee concept because you haven '' t used the principa . 

4 MR. LOVE : So you think t he p rimary benefi t of 

5 c hanneling loans through banks is because banks are - - the 

6 primary benefits is because banks can better assess risks. That 

7 would be the primary goal. 

8 MR. SCOTT: You are utilizing existing e>:pertise . 

9 MR. GALLAGHER: It seems like there a re a whole lot of 

10 goals for the Permanent Fund. I '<now that the banks may be the 

11 best peopl e t o assess risks, but it seems like there are other 

12 goals we are going to have -- social goals . The point is , t he 

I 
I 
I 

13 

14 

l 
strength of deal ing with the banks is eva luat ing the area of risk I 
by requiring bank participation . And you develop s~me integrity 

15 

16 

in the process . 

MR. MURKOWSKI: I agree with you. Out I would say lhat 

17 the area that banks generally fall i n to , wh ich is the small , or 

18 s hort term loa n , the y have the e xpertise to continu e in that urea . 

19 If yo u are talking about providing some of the resource 

20 dcvclopmen t t hat we need , J think this is where t·l'c Sta tc steps 

21 in. As the example I have given , Cl cement plunt , the State hu s a 

22 vehicle through its guaranLecd program, the agricultural ·- -

23 MR. MO'l'LEY: Large single loans . 

24 MR. MURKOWSKI: Lar9c sinCJlc . 'l'he tremendous j mpactn 

25 on the Stab~ is where I sec the Permanent f und having a tremendous 

. 
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applica'l: ion. . I don't think the State would have to use the 

2 principal in the Permanent Fund , the State could use the 

3 guaranteed concept of the Permanent Fund. 

4 

5 

6 

MR. MOTLEY: For large loans . 

MR . SCOTT: As an aside , while it is almost certain , 

not extremely probable, that any loan that is made within the 

7 State will have social impact . And the extent that it creates a 

8 better economy and ne\1 jobs, that social impact will be good 

9 ·under all the other guidelines that we go by . I don ' t believe 

10 that the social impact should be the prime consideration on a 

11 l oan made from the Permanent Fund, or anybody else . 

12 MR. LOVE: Do you think (inaudible) s hould be the 

13 principal goal of the Permanent Fund of <lo you think that we 

14 sh,'ul<l look a s pr incipa 1 goals as standards of the quality of 

15 life and whether or no t certain types of development arc 

16 necessarily good. I just wondered which direction we should 

17 work for? 

lR MR. SCO'l"l' : Why can ' t we ha vc bot· h? 

19 MR. LOVE : Will you agree th~t our goci ls are going to 

20 be quality of l ife first a nd then we're going to look towar ds --- I 
~ 1 MR. SCOT'l': !~very goal I ever hac.1 i n my life was 

22 toward the bet t e r i ng of the quality of my ll(e ;ind in the 

23 process of everybody else ' s that I dealt with. 

24 MR. LOVE: 'l'hc reflson 1 bri ng t his up , it seems to rite 

25 there a re goincJ to be times when these can be best achieved 
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through increased · economic growth a nd times when it would 

2 adversely affect these . 

3 MR . SCOTT: That to me has to be the Legislature ' s 

4 decision and not the admin'istrators of a loan program . Separate 

5 the two . I think the two are separable and don ' t directly affect I 
6 one another except incidentally . You're ta lking about different I 

I 

7 policies. We're talking about policies of investing and loaning 

8 and ~egenerating from tl1e existing Permanent Fund. I don ' t think 

9 .we ' re talking about trying to mix that in with social ~ 

. I 
They deserve attention 1 10 legislation or social goals of the State . 

11 but -·--

12 MR . LOVE: I certainly agree that the legislators 

13 should be the people who provide the basic framework . Should we 

14 take a look at how the investment policies affect concentration 

15 of wealth and this sort of thing? 

16 MR . SCOTT: I don 't understand your question . 

17 MR. LOVE: My question is, should we look in terms of 

18 who benefits the most economically by the investment , how is the 

19 wealth concentrated , who approves of the ~ictual benefits , 

20 whether it is sub groups of society and that sort of thing . 

21 MR. MURKOWSKI: Motherhood , everybody is in favor of 

22 that. I ' m in favor of u cement plant because it ' s going l:.Ct lower 

23 the cost of living in the State of Alaska ultimutcly. 

24 MR. FHEER: You matle several remarks about I guess you 

25 call it an anti fuil-safc mccha n i!lm . In case the Permanent Punt.I 
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started to get off track there would be some mechanism for 

2 calling a halt . This may be l ooking down the road quite a few 

3 years , but there might come a time when the Fund doesn 't need 

4 any more. It might be dra~·ling off revenue from the State which 

5 
would be better used for something else than going into a 

6 Permanent Fund. Is that something that you might have had in 

7 mind? 

8 MR. SCOTT: That is inherent 'in -- when I 'm speaking 

9 of .the sunset situation. We know of funds, of course , in other 

10 States where there was no provision for some ultimate 

11 termination and the fund continued to grow and nobody wanted it 

12 any more . 

13 MR. FREER: That is inherent in what you were saying . 

14 MR. SCOTT: I think you have to have the ability to 

15 stop it or modify it at a given point. 

16 MR . WOHLFORD: Any more questions? 

17 MR. EDENSO: I think this is directed at Mr. M11rkowski. 

18 You were talking about loans and such , like business loans , any 

19 different kind of loan program the State may have. We arc aware , 

20 at least I am , I have had some experience with State loan 

21 programs. We dp have fixed interest rates an allowable range of 

22 inter0st rates a nd allowable terms. I wonder if you could 

23 

24 

25 

arldress yourself to what you think migl1t be reasonable terms, for 

example , a small loan program, whether it nhould ha ve 10 years or 

20 years , or 5 years, or whether or not it should have a fixed 
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interest rate, which we do now, B percent; or should the interest 

2 rate be tied to some kind of market rate of interest or that 

3 kind of thing? Terms, years, dollar amounts, ceilings, 100 ,000 , 

4 200,000, and interest rates, ~tether it should be tied to a 

S market rate of interest. 

6 MR. MURKOWSKI: Well , I can ' t necessarily come up with 

7 a blanket suygestion. I would comment with the application that 

8 obviously the borrower needs 10 years instead of 5. If he can't 

9 make it on 5 , well, then realistically he's got to have 10. It 

10 is different in each particular case. The longer you put it out 

11 the more risk you have in subsidizing interest rates. I think 

12 there was a t i.r11e when the Veterans Loan Fund was 7 percent when 

13 tl1c price of money was greatly in excess of that. The State was 

14 effectively subsidizing the cost of money . Is that in the best 

15 interest of the State? I don ' t Lhink it is . 

16 MR. EDENSO: Probably what I am asking is, how much of 

17 a subsidy do you think wou ld be reasonable i n your small business 

18 loan program? 

19 MR. MURKOWSKI: Well, obviously, from the private 

W sector, I don ' t like the word subsidy because of what it implies. 

21 I don ' t think that the State loan programs per se sho~ ld be 

22 subsidy programs from the standpoint of the application of the 

23 word subsidy. 

24 MR. 8DENSO: Mr. Murkows ki , there i s a hidde n question 

25 in there and it is, if we tie it to a market rate of interest 
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which is what the banks very nearly .do in this State, an~ we are , 

2 in fact , in dange r of c.0mpeting with the banks, commercial banks , 
I 

3 in their area of activ ity, which is to provide the business 

4 community with business l o.ans and wit~ market money . I f you get 

5 into that , and , again, we ' re talking about a potentia l 

6 competitive stance that a portion of a Permanent Fund may or may 

7 not have with the banking communi ty. I believe you , as a banker , 

8 r.ay have some specific ideas on that . 

9 MR. MUR.KOWSIG: I think you have got to establish the 

10 priority that the Permanent Fund is going to apply itself to. 

11 How broad you want to get , if and when, or , if you get into a 

12 l oan program on an expanded basis. And then , realistically, how 

13 you evaluate the services of the private sector as it serves t he 

14 public in its loan needs . And should you only come into those 

15 areas that the private sector can ' t serve adequately. And who 

16 makes the decision whether the private sector is serving the 

17 public adequc:i t ely. Obviously , if the indiv id ual comes to th e 

18 private sector and is rejected because of the risk, he ' s going 

19 to go to the public sec t or and say, "We need more service from 

20 the public sector because the private sector isn 't servicing our 

21 neecls 11
• J\nd the public sector is going to respond because its 

22 obligation is to respond to the public . But. then if the public 

23 sector theoretically makes tha t loan thu t is high risk and it 

2~ goes sour , ~he taxpayer pays for it. So you get i nto evaluations 

25 he ·e and judgments that you ' re going to work ing at for a long 

. 
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2 

3 

4 

time. 

MR. EDENSO: I don't wish to argue with you but you 

also mentioned credit worthiness in your testimony, and credit 

worthiness, I am sure we all know, is one of the things 

taken into consideration in looking at a potential loan. Mr. l 
l 

5 

6 Motley, I am sure, has had some experience with t he State business 

7 

8 

9 

loan program, credit worthiness. And we know that these, in the 

public sector, are designed for receiving high capital risk types I 
of services. However, under the proposed Permanent Fund we have 

10 no designated area there the thing would be housed right now. 

11 Is that something that you have in t he back of your min~ or, as 

12 a banker , do you see the Permanent Fund providing high capital 

13 risk venture capital money to businessmen in this State, or 

14 through the banks to businessmen in this State? 

15 MR. MURI<OWSKI: I would have to decline to comment 

16 directly on t hat. 
I 

How do you evaluate when something passes from : 

17 high risk to rcwsonablc credit . High risk , you're pretty darn ' d 

18 sure you're going to take a loss. 

19 MR. EDENSO: I am sure t here arc standards for 

20 comparison. At looking at other loan programs i n the Lower 48, 

21 you do have ven'ture capital firms t hat do this all the time. 

22 MR . MURKOWSKI: But the rates they take are excessive . 

23 MR. ED ENSO : . Exilctly. You do h<:ive a h:i.<]h capital cost 

24 involved wi th venture capital . 'l'hose who ure willing to loan in 

25 the vcn ture ca pi ta 1 area Llre also loold.ng f0 r Ll high re turn on 
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their investment . 

2 MR . MURKOWSKI: Some of them take an equity posit~on . to 

3 MR . EDENSO : On the opposite side of the coin , or on 

4 the other side of the coin,, you do have stable businesses that go 

5 belly up . Part of it we know has to do with management . However ,I 

6 again, we do look at venture capital type loans in the 

7 Permanent Fund -- will this be in direct competition with , or do 

8 you see it co-venturing with banks as well. In other words, are 
. . . . I 

banks going to step into a venture capital on a partnership basis ! 9 I 

10 with the Permanent Fund? 

11 MR . MURKOWS KI: I don ' t know . I can ' t give you a 

12 definitive answer. 

13 MR. EDENSO: I ha ve one other question . Would it be a 

14 

15 

consideration for the Permanent Pund on a lo\:m policy to loan 

directly to a borrower, bypassing the banks entirely? llow do you ! 
16 view that . J\gain, that is leaning more towar.d a competitive 

17 attitude with the banks . For example , in a very Jarge size l oan, 

18 such as 10 million dollar.s or , say , 5 million dollars , for 20 or 

19 15 years , something o( that nature , you know, wha tever interest 

20 rate you might wan t to select . Do you sec a problem with that? 

21 MR. MURKOWSKI: Yes , I do , very dcfjnitc.ly . I see a 

22 problem in the concept of: the state developing a huge , gig a n tic 

23 overall , total-encompassing series of loan programs . If th~y get 

24 into that , they might as well buy out the banks. 'l'heorctic:a.lly , 

25 at least , t hey h.ivc the capital in t he Permancn t F1Jnd to do so 
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and run a gigantie State ,bank. 'l'he we ' re just one step away from 

2 a welfare state then. You ' d never be able to control the 

3 politics in it . I would suggest that you look hard and l ong at 

4 your l oan programs because· the problem is administrations change . 

5 State loan programs change with administrations. I think this 

6 particular administration has done an outstanding job wi th the 

7 l oan programs they have . 

8 MR. EDENSO : One of the purposes of my question is that 

9 we do have a very rapidly growing influence or segment in the ' 
I 

10 
I 

business community in Alaska with 12 Native regional corporations,, 
. 

11 who have potential ly a very h igh need or desire for capital. ~nd I 
I 

12 they want to, in fact , use the credit, or somebody else ' s money , 

13 to t he maximum extent possible to substantially influence their 

14 income opportunities. Suppose they do express a strong desire 

15 to participate in a Permanent Fund , would you see the banks as 

16 wel l participating in this kind of a development activity or 

17 lending activity? 

18 MR. MURKOWSl<I : 'rhe experience , I t hink, that most of 

19 the banks have had with the Native regional corporations is t heir 

20 effort to acquire whatever their particular interest is. 'J'hey 

21 arc in a position to put in a n equity c:ontdbution that m.:ikes the 

22 long-term fina ncing av.:iilablc for. whatever they have in mind. So 

23 I don ' t th i nk they really , at least nt this point, have a problem 

24 as for as secu ring the private sector long- term funds . 

25 MR . EDENSO : I am not referring to a problem. I am j us· 
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wondering if there is an existing v~hicle, or there may be a 

2 problem at some point in time with that. 

3 MR. WOHLFORTH : Part of the work session this 

4 afternoon deals with the structure of the Board or whatever it is 

5 that administers the Fund . I am wondering if any of the three 

6 of you would care to comment , at least tentatively , on how you 

7 would like to see such a Board structured. I am thinking, if 

8 you want appointments subject to the approval of a governor? 

9 MR. KERTTULA: I wonder if I could int0rject some thing . 

10 This is more of a comment, Frank. If you are going to use a 

11 banking mecha nism for scree ning short term or intermedia te loans, 

12 you have to have a number of fail-safes. And the State has had 

13 a very bacl, unfortunate relationship over the years with you 

14 fellows. Three come to mird. The hundred mil lion wasn ' t 

15 much inves ted in t he State to begi n wi th a nd we got some pret ty 

16 subs tar. ti.a 1 " too bad, little boy" commen t: s from fcl lows of s ur.:h 

17 substance as the president of the First Nationnl. 'l'wo, we we re 

18 fooli shly us ing you f e llows a s a mechanj s m for investmen t o n 

19 Wa lJ Strcc t in t he cqui tics, you lost mi l l ions fo r us and showe d 

20 no g reat in t 0res t i n get ting yo urse lves up at 3:00 or 4:00 i n 

21 the morning und ge tti ng o n thnt Street e a rly. l\n<l, three , you 

22 destroye d the Sta t e De velopment O.:ink, wh i ch Wil s nn interes t i ng 

23 mechnnj s m, which we would have put n hu ndred o r Lwo hund red 

211 ndllio n do ll u r s in to whe n we have t he nine hund red million, if 

25 you hadn't mi s ha ndled t hu t. Dai 1 c d out some bc::i d lonns . /\ncl the 
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banks did fi na l ly came and pick up·, some of you didn ' t, because 

2 of polit.ica ~. and other p r essures . We haven't had a good 

3 relationship with the banking conununi ty fo r these reasons. 

4 We ' re going to have to build some fail - safes into any programs 
I 

5 

6 

can ' t use existing loans on your books I 
that aren ' t going good. Two, that as of the date of your request 1 

we use . One , t hat you 

7 for any facility for the l oans , none of those have been before 

8 you before . We ' ve had a lot of bad relationships with the 

9 banking community where they're going to have to roll a peanut 

10 with their nose for a long time to overcome . Now , I favor ---

11 MR. SCOTT: We are not here representing the banks . 

12 MR. KERTTULA: Now, I made a position, and I think 

13 these should be remade. You're going to have to develop some 

14 substantive method of showing us that we're not going to get 

15 screwed a fourth time by dealing with you fellows. There ' s 

16 a happy possibility of your us i ng your screening expertise, of 

17 your will ing to put up substantial amounts of money to 

1e correspond with the State ' s investments . All those things wil l 

19 help . We've had some pretty bitter experiences with yo u guys. 

20 MR . MURKOWSKI: I think those of you who arc famil iar 

21 with t he times of s«le of the stocks l:.hat the Sta te had acquired, 1 

I 
22 t he market was a t an all- time low. If we had sold tho~c stock 

23 within the last three mon ths , we would lrnve made n hand some 

24 profit . You go into the ma rket a nd you take your chances . 

25 I obviously t a ke issue with the genera lization that the banks 
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lost the State money under the table or above the table or 

2 what.ever. It was a matter of whe!1 they sold . 

3 MR . KERTTULA: But we couldn't get them to actively 

4 par ticipate on the Street on the method that had been suggested . 

s We couldn ' t get them to get in there early in the morning . 

6 They were late on the Street . Those l ittle suggestions found 

7 no adherence to. 

8 

9 

10 

MR. MURKOWSKI: I assure you they were working . It was I 
a matter that the market went down. Maybe there was some poor 

advice on some of the s tocks that were purchased. By the same 

11 token, those same stocks did come back. Be it as it may , the 

12 decision was made to sell, and they sold, and they sold at the 

13 bottom of the market an<l there was a loss . 
I 

14 I MR. KERTTULA: That was a poli tical decision, I suppose~ 

I MR. MURKOWSKI: If i t had been hung out for another 1 
I 

15 

16 six mon t hs or another year, it would have worked. Anyway, I j 

17 agree with you. We ' ve got a situation now where we ' ve got a 

18 Permanent c'und , the question is, how do we work toge th er to make 

19 it work. And a fail - safe syste m has got to be i n there . It 

20 wasn't obviously in the Alaska State Deve lopment program. That 

21 did some good things but there was provision s where banks came 

22 in and got bailed out of bad loans and it is my t~stimony th.:it 

23 that is wrong and shouldn't happen aguin. 

24 MR . MO'J'LEY: I think I see some common ground betwee n 

25 the Senator and Mr . Murkowski , and that is in the area of 
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participation in loans. If everybody has enough into the game , 

2 everybody scrutinizing the underwriter, I think there is merit 

3 in pursuing the guarantee. Candidly, I don't like guarantees 

4 because I think Juu have the lower e nd of Lhe level ~f your 

5 underwriterin_s criteria. But , if structured right, I think you 

6 can keep the underwriter criteria up there. 

7 MR. WOHLFORTH: I really wonder at the productivity 

8 of reliving some of these things . If one looks at them, maybe 

9 t~ere is a whole range of judgments and institutional factors 

10 that weren't what they should be . But we arc trying to go 

11 forward and look forward. What sort of structure do you see as 

12 appropriate for the institution, corporation , whatever it is 

13 called now . The range of structures are as many as one can 

14 think of. Directly voted by the people is one. Secondly, 

15 appointed by the governor and confirmed by the Legislature for a 

16 fixed term, nonremovabl0 except for gross dereliction of duty. 

17 No. 3 , appointed to serve at the pleasure of the governor , which 

18 is the composition 0E most of our State boards and agencies, I 

19 think with the sole exception of the Board of Regents and maybe 

20 the Utility Commission. ll tlve you given any tho ught Lo this? Do 

21 you want to comment on it. It is also , I might s ay , the 

22 subject o~ discussion this afternoon. 

23 MR. DICKEY: · lt was, of course, passed o n Tuesday. 

24 We have spent two days discus sing Lhat and arriving at Lhe same 

25 philosophy that you have that , ye i:; , it is a problem and it is 
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2 

3 

very important . We would like to reserve the right to come back I 
and specifically address that. I think it is a key to this thing~ 

We don't want to duck it at all . We want to come back in more I 
I 

4 detail. We appreciate the· opportunity to be here and I would say j 

5 at least the majority of the Committee was friendly -- all. He 

6 hope some of the suggestions will be of value. I am sure groups 

7 such as the Native corporations, the banking, and savi ngs and 

a loans groups , conservation groups, other consumer groups will 

9 come before you , as they should. I t hink that was one of the 

10 commendable things on the ca~i tal relocation , regardless 'of what 

11 you voted , at least the public was heard. And I thi nk this 

12 Comrni t tee is starting out on t hat step and I commend you . 

13 MR. WOHLFORTH : '!'hank you. I wonder how many more in 

14 the room this morning desire to testify. Three more. 

15 MS . FLEISCIIER: I am t~eal ly looking for some 

16 information. I don ' t r eal ly understand the dividing line on 

1? subsidy . r ~ · t guara nteeing loans, say for n high risk ceme nt 

18 industry with public money a form o f subsidy? Or, if we use 

19 public mone y or bond s to build roads or hydroelectric plants , to 

20 help the mining, monufocturing industry, isn't t hat a form o f 

21 subsidy? Or do you sec that os a differen t kind of subsidy? 

22 

23 

24 

25 

MR. MURl<Oh'SKI : I t ' s an interprctntimobviously . If 

the mine can't be de veloped without it and then the road is built 

theoretically to open the mine , it provides j o bs , .it provides a 

t ax base for the State and so forth . So it is returned , 
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t eoret1cally. 

2 MS. FLEISCHER: Theoretically, wouldn't there also be a 

3 return, say, on other forms of subsidies? 

MR . MURKOWSKI: Yes. 

5 MR. SCOTT : You can build a return into any program . A 

6 guaranteed program coula provide a percentage rate in exchange 

7 for the guarantee . It doesn ' t have to be a loan of money to 

8 justify a rate of return. 

9 DR . LOGSDON: I don ' t know how many high risk loans 

10 the banks make, but do the banks participate in equity i n high 

11 risk loans? 

12 MR . MURKOWSKI: No. Prohibited by law . In Canada 

13 banks can do it a nd in most foreig n countries. 

14 DR. LOGSDON : Do you see th is as a possiblity for a 

15 l oan f und on long term high ri5k? 

16 MR. MURKO\vSKI : With t he State taking a n equity? Not 

17 in t he over a 11 application. l\ road to a mine , thil t is a n eq uity 

18 in t hat t he State put the road in , it ' s Cor t he public benefi t . 

19 I would like to jus t cla r ify for the record , in case 

20 anybody misunderHtood my intent. I am harping to s ome extent o n 

21 the pitfalls of b road , genera l l oan p r ograms . I t hi nk this 

22 admi ni s trn tion pnrticularly has done more to fu nne J, coord i.na te 

23 and got c ori trol of them . I think 'l'ony ag rces. Spe n t a lot or 

24 time clc Cln i ng up t he de bris from other administrations a nd has 

25 done an outstanding job o ( i t. . /\s f a r as the /\ lils ka St.a to 

. 
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Developme nt ~orporation, I am not here to defend it or condemn 

2 i t but the point that it didn ' t work in the concept t hat it was 

3 designed to do but it did do some good things. I wasn ' t in 

4 politics at t hat particula·r time . 

5 MR . WOHLFORTH: Gentlemen , we certa inly appreciate yo1 

6 participation . Mr . Smith, Central Alaska Utilities. 

7 MR. SMITH: Mr. Chairman and members of the Commit.tee . 

8 I would like to represent , in effect , a program that we took t o 

9 the Legislature in 1974 and again in 1975 , in support cf a fund 

10 to create a source of long term financing for public utilities 

11 operating in the State of Alaska . It might be somewhat 

12 redundant but t he argument is still entirely valid . In the 

13 presentation tha t we made before Senator Kerttula ' s Commerce 

14 Committee supporting Senate Bill 116 , the testimony was given 

15 in l\pril of 19 75 . The bill was well received , it did not go 

16 forward, howe ver , in the prcs5 of other business . In fact , I 

17 presume that there was inadequate funding a vailable to do much 

18 with it . 

19 I represent two entities. My name is Robert Smith, 

20 I am president and general manager of Ccn Lral l\laska Utilities , 

21 a wntcr utility supplying the s uburban arc« in l\nchoragc . We 

22 have roughly 9 ,000 customers , we arc serving a ~opulation in 

23 excess of 30 , 000 people in the J\nchorage a rca . I am also 

24 president of t he l\ l aska Utilities Association , wh ich is an 

25 association of regu lated utiliti es thro ughout l\laska consisting 

P AT KLING REPORTING SE RVICE 
SUl1 E ~00 ANCHORAGE LEGAL CENTER 

10 16 WEST 51XTll AVENUE 
ANCtlOl~AG E , ALA5K A 

- 51-



• 

• 

not only of water utilities but gas~ telephone, electric,, refuse 

2 and various other utilities that are regulated by the Alaska 

3 , Public Utilities Commission, of which there are some 143 

4 different utilities . Now, · of those 143, 33 are public or 

5 government owned such as municipal utilities. 95 are investor-

6 owned utilities . And 15 are quasi-public or co-ops . All of 

7 which then represent and serve people entirely within the State 

8 of Alaska. 

9 In the interest of saving time , I will just highlight 

10 the presentation that I gave before Senator Kerttula 's 

11 committee and would certainly be happy to answer any questions. 

12 The Alaska Utilities Association , as such, does not represent 

13 or have membership of all of the regulated utilities, many of 

14 which are quite small , some of them fairly substantial . But of 

15 the 18 member utilities, some 55 to 65 , 000 people are actually 

16 being served or are represented by those utilities. 

17 One primary difficulty that we all have faced 

18 characteristically over the years , and this is a national problem, 

19 not just i n the State of Alaska, but the utilities have a great 

~ deal of difficulty in obtaining long range fin~ncing for the 

21 development of their facilities. Primar ily , facilities such as 

22 reservoirs, transmission lines , extensions to serve new areas 

23 and source facilities such as wcl ls and trea tinen t plan ts . It is 

24 not appa rcn t: ly to the banking community or the financing 

25 community an at trac t. i vc inves tmcn t . Jlowevc.t·, the utilities arc 
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one o f the most stable operations anywhere in the country. Our 

2 product is abso lutely essentia l to the maintenance of life and 

3 health . A community cannot grow , expa nd , or r eal l y even e~ist 

4 without the use of those utilities. Our customers are not 

5 subject to the vagrancies of inflation, particul~rly in a 

6 tr=tnsient economy . Once the people are being served , if th(~ 

7 cummunity, unless it is abandoned , continues to use our service 

8 on p r etty much of a level. And the great difficulty that we 

9 .find is we build an installation that has a life from anywhere 

10 from 10 to 50 years , the 10 year would be a mechanical portion 

11 of the system. 30 to 50 years is the normal life of pipelines, 

12 reservoirs and the type of installations that we need to 

13 distribute our product . 

14 Our problem has been we are virtually unable on the 

15 public financing market to obtain financing in excess of 7 to 10 

16 years . The lending agencies just are not interested in that 

17 type of an institution or business. I think possibly because it 

18 is a low risk, low return type of OL)eration, thi::; has hud some 

19 effect on obtaining long range financin~! . But generally we have 

20 had to opera t" on a long range i mpr.ov emc:n t with very s!10r t run".}e 

21 financing which puts a n extremely severe burden on the utilitJ . 

22 7\nd the custo1.1crs , in turn , either huvc to p.:i.:: the higher cost 

23 or do without the service . We arc in the process now of 

2'1 cons true ting two r eservoirs in our ovm sys tc1•1 , without which the 

25 cirea that we serve would have substand01rcJ fire protection, us a n 
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example. We can provide the water necessary just to keep the 

2 system going without those reservoirs. But by providing the 

3 reservoirs, we offer ~ ·substantial benefit to the areas plus a 

4 degree of fire protection 'that we feel the cus tamers are 

5 entitled to. If we can't finance them, we can't build them, it's 

6 just as sim~le as that. 

7 We are also anxious that a program be established to 

8 set up a fund whereby those utilities that are regulated, or are 

9 designated as public utilities, all of which are regulat~d by l 

10 the Alaska Public Utilities Corrunission, would have a source 01: I 
11 

12 

I 
financing avai lable to them at a long range reasonable rate of I 
interest. We are not asking for a grant program. I don't believe 

13 in it. I have operated both in the private sector and the 

14 public sector for many years professionally in this capacity. 

15 I don't believe in a grant program per se in this particular 

16 situation where there is a possibility of return . Ne feel ·t:hat 

17 such a fund, if established, would be self-sustaining, it would 

18 have an earning power. And we are willing to provide that 

19 earning power on the base of our business oper ation . Now, our 

20 suggestion is, and it is not a critical or a magic figure, that 

21 a revel ving fund maintained i11 the order of 10 million dollars 

22 would probably be adequate , at least for the time being, with 

23 t!hc sounding that we got through va r ious utili tics. There could 

24 be a restriction as to the amount of funding )rovide d to any 

25 given utility in any given year. This is no problem. It should, 

PAT KLING REPORTING SERVICE 
SUITE 400 ANCMORAGE LEGAL CENTER 

1016 WEST SIX Tll A VI: l~UE 
AHCHORAGE,A LASKA 

-54-

I 

' 
I 

I 
I 



• 

• 

I 

however, have the basic criteria that , provided it ~s a pr opos·i tion . . 
2 

3 

4 

5 

6 

of reasonable risk , that long term financing be available , in 

exces s desirably of 15 years , hopefu l ly , in the order of 20, 25 

or even 30- year financing . · 

The problem is , if we go out to bu i ld an improvement 

t hat has a 30 to 5 0 year l ife , it's depreciated on tha t basis . 

7 We depreciate o 1r system essentially on a 33 year l ife . If we 

8 have to fund it and pay the funding off, pay the l oan off in a 

9 5 to 7 year peri od, it is a severe burden on the utility . The 

I 
I 

I 

10 
I 

cas~ flow has to be generated and the only place that that can be j 

11 generated is from the customers. This is set up in the rates 

12 and the customers obviously have to pay the bill and it puts a 

13 burden on them , or they don't get the service. 

14 I do have copies of the tes~imony that was given 

15 before the Committee , which I believe ex}:llains the situation and 

16 I would be happy to leave those with the Committee . We ha-1e 

17 several letters that we receive d from members of the Association 

18 r egarding their feelings concerning such a Permanent Fund a nd 

19 their anticipated use of such a fund. We have letters from 

20 t he r.ight & Powe r Company , J<enai Utility Ser·lice Co .·pora t: ion , 

~ 1 immediately avcrilable. All of whom h u vc expressed sincere 

22 interes t in the f unding. We have had verbal expression from many 

23 of bhe members of the .l\!:>zncia tion along this same line . I also 

24 have a copy of t he b il l that was in troducecJ , Senate Bill 116 

25 together wi l h letters t hat we ha v e sent: to l egisla tors ou t Jinln y 
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1 · the proI?l em, expr~s·sing ot·.c t'eelings as to the need for this 

2 kind of program . And a letter of information also that was 

3 sent to the Alaska utilities Association membership detailing 

4 what we are tryi ng to do and soliciti ng their support. 

5 I have just touched on why that fund is necessary. 

6 \'1e feel :.t is necessary. We feel it is a good risk. Money that 

7 will be spent entirely within the State of Alaska and the 

8 benefits would be entirely for Alaskans . We are asking for a 

9 program in which monies would be borrowed and they would be 

10 repaid with interest. The key to the whole situation is ·that we 

11 need a vehicle whereby funding is made available to utilities 

12 which are vital to the existence economy, heal th and happiness 

13 to the people of the State of Alaska and which are essentially 

14 not now available . That is esse ntially our pi tch for this 

15 pro'} ram . 

l6 MR . Gl\LLl\GllER: Is it not true , Mr. Smith , that with 

17 the ex is ten cc of the public utility a ny subsidy, I um thinking 

18 in terms of interest rate, does get passed o nto the consumer 

19 through the rate making proce~s? 

20 MR. SMITH: That's correct. 

21 MR. G/\I.I.7\GllER: 13oth for the private und the public 

22 utility. 

23 MR. SMIT!!: 7\bsolutely correct . The cost of doing 

24 busines~ is paid for by the custor\lcr wh ether it is in a 

25 d0pa r tmcn t n tore or cJ u ti U ty comp~rny. 
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MR. LOVE : As I unde r stand, you wa nt long t erm loans . 

2 MR. SMITH: Long term l o ans with a r easonable rate - ::>£ 

3 i Hterest is what we are suggesting. 

4 MR. LOVE : What l.s easonable rate of interest? 

5 MR. SMITH: 3 percent, 9 percent I believe is the 

6 cei l ing on the existing funds now. 

7 MR. LOVE : As I u nderstand it , the basic problem in 

8 financing utilities isn 't the problem of the interest rates, it ' s 

9 the problem , it is securing a long term loan . 

10 MR. SMITH: The key problem is the term , not t:he 

11 interest rate . Obviously, the higher the interest , t he more the 

12 customer has to pay for the money and the service. However, 

13 that is not as big a problem, it can be overcome and still 

14 operate within a reasonable area provided we can get the term. 

15 MR. LOVE : I f the State gets in the area of making 

16 loans to utilities , do you th i nk that woul d raise the question 

17 of whet her or not the Perma ne nt Fund be used to promote public 

18 ownership of utilities? 

19 MIL SMITH: I . hi nk t hey nre two and compl etely dis tine t 

20 areas . I ~eally don' c think t hat one ha s any bearing on t he 

21 other . I have spcnc about 12 years operating public utilities , 

22 Cit:; Engineer , and Public Works Direc tor , a nd l have during the 

23 entire pe1:iod of time always felt t lrnt private industries s upply 

24 whatever serv ices the y can feasib ly .::ind gove.nm1e nt only t hen 

25 s hould supply those t hat canno t be done privately . In answer 
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to your ques~ion, ·r think they arc two separate areas. I think 

2 should stand on its own merits as a good business investment. 

3 MR . WALDOCK: Mr . Smith , if the Permanent Fund should 

4 find that investing in the.utilities is a prudent investment, 

5 what kind of ret11 X"n could we expect on our money? 

6 MR . SMITH: In terms of an interest rate? 

7 MR. \Vl\LDOCI<: Yes. 

8 MR. SMITH: \~ell , that obviously is going to be up to 

9 the Legislature to decide. I believe interest rates on the 

10 existing funds are in the order of 8 to 9 percent. 

11 MR. WALDOCK: 8 to 9 percent. 

12 MR . SMITll : Those exist now, I understand . 

13 MR . GALLl\GllEn : If we go back over a period of time, 

14 we will see that in 1951 long term low interest was in terms of 

15 3 to 4 percent. l\nd if you look at the inflation rate in that 

16 period of time, it would be maybe 1 percent. Then go back to the 

17 late middl e ' 50 ' s you will find that long term low interest was 

18 jn t he terms of 5 to 6 percen t. I n that period of time , 

19 inflation was 3 percent. •roday inflation mily be 7 percent long 

20 term . And that is why rates of 8 and 9 pcrccn t -- again , it ' s 

21 really an adjustment on the rate of inflabion a nd not -- economic 

22 h a ven 't cha nged since the n. 

23 MR. SMI'l'll : Yes , I agree. 

24 rm. WOllLFOR'I'll: Is there u. question of whether or not 

25 it should be market rate , is thilt what you nrc essentially saying 
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MR. SMITH: Well , that isn ' t really our question . Yes, 

2 I fee l it should be somewhere related to market rate, yes , 

3 absolutel y. I don ' t feel t hat it is our position to attempt to 

4 set t h e rate, however . And t h is is why I phrased it a reasonable 1 

5 

6 

rate of inter~st, because I think it should be. I honestly do. 

DR. LOGSDON: If I understand you correctly , are you 

I 

I 
I 

I 
I 

! 
7 

8 

suggesting that the Permanent Fund sho~ld be sub<livi<le<l into , 

categories? I notice that you have talked in terms of 10 million I 
9 dQllars as a separate fund within the Permanent Fund. I 

10 MR . SMITH : I would for the particular reason that 

11 possibly i t is somewhat selfish, but I think it was also 

12 mentioned by Mr . Murkowski in his testimony, lt does designate 

13 a particular area with a particular level of financing so that 

14 the utilities ha ve some means of planning and programming and 

15 

16 

also the State does too. They know ~nat areas t~ey are working 

· · h i d · · · · k · I in and wit w1at amounts an are not in a position JOC eying, say I 
17 for example, the fisheries over the same funding to sec who gets 

18 there first. So I would like to see it designated at a pa r ticula~ 
I 

19 level or a particul3r fund for that speci fic use, and that is the I 
W use of utllities. I am not trying to r elegate this to just water 

21 utilities er just investor owned \later ut{litics or whatever . 

22 Al though I t h ink that would be the heavier use since municipal 

23 utilities do have the ·availability of bond funds that we don't 

24 have. But I would like to sec it clcsiCJ110ted c:ts a part iculor 

25 fu nd , yes . 
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MR. MOTLEY: Just a recap. Is the main resistance in 

2 the private sector in raising money coming from the term, the 

3 length of the term as opposed to the interest rate? 

4 MR. SMITH: Basically, that's true. That 's absolutely 

5 correct. 
t 

. I 6 MR. MOTLEY: Mr. Chairman, I must tell you I find it 

7 most refreshing that Mr. Smith thinks 8 . or 9 percent is a 

8 reasonable interest rate. OthLr groups that we deal with on 

9 occasion believe 2 or 3 to be reasonable . 

10 MR. SMITH: I would certainly acce pt a rate of 2 or 3 

11 percent. But that it not really why I am here because I don't 

12 think it is realistic. 

13 MR. LOVE :· How would utilities look at loans from the 

14 Permane nt Fund with an inte rest rate that would be readjuste d 

15 every five y ears? 

16 MR. SMITH: I don ' t think that would be really 

17 unreasonable, although I think it would be somewhat unusua l. 

18 MR. LOVE: I know they are doing that with home 

19 mortga g es. 

20 MR . SMITll: Yes, ancl we have cons idered it on tha t 
' 

21 bas ~ s. Again, our primary difficulty is the term rather th a n 

22 the interest . Because the interest rate is an element that is 

n easy to identify and f t i s an ongo ing expens e and one that can be 

24 readily i ncorporated in the r ate base . I don ' t think that is 

25 entirely unreasonable, i f it can be set up on a workable basis . 
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MR. LOVE: The problem of financing utilities , is it a 

2 rural problem, an urban problem, or a Statewide problem? 

3 MR. SMITH: I think it is a national problem. I 

4 belong to a national association of investor-owned water 

5 utilities and that seems to be the trend of it regardless of 

6 the size of the utility. American \vater Company , General Water 

7 Company, Central Alaska Utilities , Eagle River Utilities, they 

8 all seem to have that common problem of lack of available 

9 funding . 

10 MR. LOVE : Are most of the inves · f') r utilities in 

11 urban areas in Alaska~ 

12 MR. SMITH: In Alaska? I can't really speak for that 

13 entirely. I presume largely that is true al though there is 

14 probably a large scattering of small ut i lities that are serving 

15 suburban or rural areas simply because there is nobody else 

16 there to do it . I would say we are probably far and away the 

17 largest investor-owned water utility in the State and probably 

18 the third largest water utility as such that operate in a 

19 suburban are a. 

20 MR. Gl\LLAGHER: Whc:1t is you own capital need? 

21 MIL Sf1I'l'll : Roughly a mill ion dq.llars a y ear. It goes 

22 out very easily and very fast. The water comes free , we 've been 

23 accused of selling a commodity w~ get for nothing and we have 

24 offered as a counter to that that anybody who wants to come to th -

25 well with their own bucket, we ' ll s upply them f ree water. Two 
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